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Current Business Trends 


The Cost 


AGE-EARNER losses from strikes are sub- 
tracting hundreds of millions of dollars from con- 
sumer purchasing power. Bituminous coal miners alone 
lost in the neighborhood of $160 million in two months. 
Steel, railroad and other workers laid off because of the 
shortage of coal raised the total of idleness from the 
coal strike to more than one millidn workmen in May. 
The direct wage loss of all these men probably ran well 
toward $300 million,! with additional losses to many who 
were placed on shorter hours rather than being laid off. 
Losses in national business turnover probably were 
several times as great as the more immediate effect on 
payrolls.? In Illinois, where the coal shortage was par- 
ticularly severe in the early part of May, the loss in 
factory wage payments was estimated at $25 million, 
while the loss in output of manufactured products ex- 


ceeded $100 million.’ 


MANY TYPES OF LOSS 


The coal strike, both directly and indirectly, has ap- 
parently been the source of the largest single setback to 
wage-earner purchasing power, but the steel and General 
Motors strikes caused a direct loss of more than $200 
million. In addition, there have been costly strikes in 
other industries such as electrical manufacturing and 
copper, and strikes were particularly frequent in auto- 
mobile parts. Combined losses sustained by strikers 
and workers who have lost time through strikes so far 

IMiners’ loss of pay is estimated on the basis of 400,000 strikers 
idle in April-May, except during truce, who earned in February an 
average of $57.18 weekly (BLS report). The total number of workers 
made idle by the coal strike was over one million, CPA reported, and 
total pay losses are figured at average wage rates. These estimates 
are believed to be conservative. 

2The coal strike cost the country $2 billion in lost production, 
according to J. D. Small, CPA Administrator, in his report of May 30. 
: %Estimates by Illinois Manufacturers Association for period of 

im-out. 
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Chart 1: Electric Power and Industrial Production 
Sources: Edison Electric Institute; Federal Reserve 
Index Numbers, 1935-1939=100; Seasonally Adjusted 
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this year have apparently run upwards of $1 billion. 
In addition, strike-induced scarcity of many materials 
has prevented employment from recovering more rap- 
idly, especially in the automobile industry. Without 
including the retarding effect of delayed new employ- 
ment, strike losses to business have amounted to several 


billions of dollars. 

A third effect on industry from strikes has been the 
wastage of labor and fuel on closing down and re- 
opening, maintenance operations of this character being 
particularly important in mining and such continuous- 
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Chart 2: Industrial Production and Freight 
Carloadings 
Source: Federal Reserve 
Index Numbers, 1935-1939=100; Seasonally Adjusted 
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operating industries as: steel and copper. As a result, 
production appears to have been affected more than 
man hours. 


EFFECTS PROLONGED 


Of further significance is the lengthened-out effect 
of many strikes. A strike at the finished product level 
may have limited effects after it is ended in delays of 
deliveries to merchants, but strikes at mines and other 
sources of raw materials have been so widespread and 
prolonged this year that successive stages of manu- 
facture have been drastically delayed. 

Marketing of automobiles, electrical goods, and other 
products has been seriously impeded by strike-induced 
shortages of steel and copper. (See articles on pages 212 
and 214.) The problem here is the exhaustion of supplies 
in process and inventory at all levels from mines to 
retail outlets, with the result that “pipe lines” of supply 
have to be refilled before a smooth flow can be re- 
established. In the steel industry it is believed that 
resumption after the coal strike will be slower and more 
difficult than after the steel strike. 


OUTPUT TRENDS MIXED 


In view of these impediments, the sustained level of 
industrial production becomes all the more remarkable. 
The Federal Reserve adjusted index in April at 164 
(preliminary, 1935-1939 =100) was off only 2% from 
the postwar high of March, while the decline from the 
level of a year ago remained practically unchanged 
between 28% and 29%.! (See Chart 1.) Weekly 
statistics indicate that the decline in industrial activity 
through most of May was not much more rapid than 
in April, but the extraordinary industrial crisis con- 
fronting the nation near the end of the month pushed 

1March index was revised downward 1 point to 168. 
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Chart 3: Bad-order Cars and Total on Line, 
Class I Railroads 
Source: Association of American Railroads 
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activity down near the low level of mid-February. 
Indus try began to recover gradually after the coal and 
rail strikes, but it looked as if some factories would con- 
tinue handicapped by stringency of raw materials, 
particularly as finished steel shipments may not recover 
to high level until July. 

While the industrial index has been maintained about 
two thirds higher than the prewar average (1935-1939 
basis), the situation among the various branches of in- 
dustry has been highly mixed. Gains over a year ago 
have been most common in nondurable goods, such as 
rayon and cotton consumption, paper and glass con- 
tainer production.! Metal production has been pro- 
nouncedly deficient, though steel output has at times 
this year been extraordinarily high for peace times. 
Construction contracts have soared but actual con- 
struction is being limited by materials. 

Machine-tool shipments in April continued at the high 
level of recent months as compared with prewar, and 
are believed to be a good indicator of the general in- 
dustrial equipment demand. The Federal Reserve index 
of machinery production has been running above 200, 
indicating more than twice as much business as the 
1935-1939 average On the other hand, pronounced 
deficiencies continue in output of automobiles and other 
hard goods. The lag in automobiles for the first quarter 
as compared with both prewar production and recon- 
version plans is shown in Chart 4. It is now doubtful 
whether the second quarter will be nearer the goal. 


DOUBTS ON INDEX 


Because of shortages of various classes of consumer 
goods, doubts have been raised in some quarters 
whether the Federal Reserve index accurately reflects 
current trends—particularly in showing the recent level 
of industrial output too high in comparison with prewar. 
The Federal Reserve Bulletin for May points out that in 


1CPA reports all-time highs made in April also in men’s suits, 
passenger tires, vacuum sweepers and electric irons. 
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Chart 4: Quarterly Passenger Automobile Output 
Sources: Department of Commerce; War Production Board; Civilian 
Production Administration 
Thousands of Cars 
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44S PROJECTED SHORTLY AFTER V-E DAY 


a period like the present an unusually large proportion 
of activity is concentrated in the early stages of pro- 
duction—materials, industrial equipment, and parts— 
rather than finished products. Further light on the 
general level of activity is also shown in comparisons 


Chart 6: Wholesale Commodity Prices at End of 


Two Wars 
Source: Bureau of Labor Statistics 
Index Numbers, 1926 =100 
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of power output and carloadings so far this year with 
levels prevailing prior to the end of 1941 (see charts 1 
and 2.) The drop in carloadings in April was mainly 
owing to the lack of coal, while miscellaneous and l.c.l. 
loadings, reflecting mostly manufactured goods, were 
strongly maintained.! 

The railroad-car situation is not particularly en- 
couraging for business expansion in the event of labor 
peace and continued high consumer demand. The 
number of cars on line is only a trifle higher than prewar, 
while the number of cars awaiting repairs which can 
serve as reserves is much lower now than before the 


Preliminary figures for May indicate a greater slump in miscel- 
laneous loadings. 


CHART 5: WEEKLY STOCK PRICES 
Source: Standard and Poor’s 
Index Numbers, 1935-1939 = 100 
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war. (See Chart 3.) Various types of cars have been 
none too plentiful; construction now is handicapped by 
material stringencies, and the country faces extra- 
ordinary movements of foods and fuels as a result of 
delays of the past few months. 

The economic vitality of the country in the face of 
heavy impediments is demonstrated by the continued 
recovery in civilian employment. The Census figure 
rose 1.6 million in April, the major portion of the gain 
being nonagricultural. Owing to the employment trend, 
rising hourly wage rates and a small increase in average 
weekly hours worked, payrolls rose sharply in March.’ 
The number of workers affected and the average per- 
centage of increase were much greater in March than in 
previous months, and simultaneously the man days lost 
directly in strikes was much less than in the previous 
two months, though still far above 1945 rates. Man 
days lost in April and May probably increased. 

Purchasing power is adversely affected in certain 
segments by long strikes, but the immediate poststrike 
effect is a stimulus. The implication in current settle- 
ments therefore appears to be a particularly strong 
retail trend. On the other hand, the vicious wage-price 
cycle is hard at work—wholesale commodity prices, 
with the sanction of the OPA, have been closely 
paralleling the strong trend of 1919. (See Chart 6.) 
Characteristic of this period is the second increase in 
prices of automobiles. The first reflected the advance 
in automobile wages and the second came on the heels 
of increased prices of raw materials. 

Next in store for industry are strong prospects of 
substantial increases in costs of coal and freight. The 
combined cost to the railroads of new wage rates and 
fuel costs probably will be half a billion dollars or more 
a year, or at least 10% as much as freight revenues in 
1941. Fuel and freight are important costs to many 
industries, particularly metals and the heavier con- 
struction materials. 

Wiuu1aM J. Noe 
Division of Business Economics 


1As reported for twenty-five manufacturing industries by THE 
ConrerENceE Boarp. 


Copper Output Critically 
Short 


OPPER is now one of the most critical of all raw 
materials. Production of refined copper in the 
first four months of 1946 totaled 158,059 short tons, 
45.4% short of the corresponding 1945 period and 37.0% 
behind the comparable period in the prewar year of 
1939. Refined copper production during March and 
April of this year was 20,139 tons and 18,989 tons re- 
spectively, the smallest monthly figures since February, 
1934. 
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Domestic consumption of copper in the first four 
months of 1946 was 333,373 tons, a drop of 47.8% 
from the same 1945 period when consumption was at 
its wartime peak. Mine production in the first quarter 
of 1946 totaled 138,210 tons, a decline of 32.7% from 
the previous year. Thus, despite the decline in con- 
sumption, mine output was only a little over half of 
requirements in the first quarter. 


Copper Production, Deliveries and Stocks 
Source: Copper Institute 
Thousands of Short Tons 


Prodaction Deliveries of Refined Refined 

United States Duty-tree | of Refined | CODPer to Customers Stocks* 

Copper Copper End of 

Domestic! Total? Period 
Ref a, Ree eI 818.3 814.4 948.6 159.5 
LOLO Mor avdhalacciteraveken aches 1,033.7 | 1,001.9 | 1,050.4 142.8 
QAR Soer Reie.soss.0elearegers 1,065.7 | 1,545.5 | 1,545.8 75.6 
GAB et tta cies rare cit thes 1,135.7 | 1,685.2 | 1,635.2 65.3 
OAS es oo teh sceuice.i8 = greys tae 1,206.9 | 1,643.7 | 1,643.7 52.1. 
NOAA eres ators: see oe otters 1,098.8 | 1,636.3 | 1,636.3 66.8 
DOA ee ht to aas cusgauane 3.1 | 1,517.8 | 1,517.8 76.5 
1989 January.......... 66.3 51.1 54.8 301.2 
eDTUALY satiny: « 59.5 48.3 51.6 309.1 
Marchies. 2. ae sich 66.7 50.8 55.0 320.8 
April ato seni 58.4 42.5 46.7 332.5 
otal?’ feces os 250.9 192.6 208.1 Bee 
1945 January.......... 67.7 145.9 145.9 59.7 
Febrilarys,..c309s 22 70.0 172.6 172.6 67.1 
March. . 76.4 218.5 218.5 51.9 
Jot lpeserercteer cer 75.4 161.1 161.1 55.5 
Total-ae cet ce 289.5 698.1 698.1 . hee 
1946 January.......... 69.0 115.6 115.6 12.8 
Rebruary 205 0. 49.9 86.1 87.0 74.3 
March. . 20.1 58.6 58.6 10.2 
VN | ee oe eee says 19.0 75.8 15.8 65.4 
Votalzoo sae es 158.1 336.0 336.9 APS 

Beginning March, 1941, includes deliveries of duty-paid foreign copper for domestic 
consumption. 


2Includes export deliveries. : 
3At refineries, on consignment and in exchange warehouses, but not including con- 
sumers’ stocks at their plants or warehouses. 

A recession in copper production has been evident 
for two years, but in recent months prolonged strikes 
have dealt a serious blow to the copper industry. Since 
March, 1944, mine output has followed a general down 
trend, with a practically unbroken tapering-off process 
evident since May, 1945. 

The dearth of satisfactory labor was the chief de- 
terrent to production prior to extensive shutdowns in 
the copper industry.! Aside from the manpower short- 
age, increased costs and an inflexible price policy have 
also contributed to the paucity of copper output.” 


DELIVERIES ABOVE 1939 


Deliveries of refined copper to domestic customers in 
the first four months of this year were 336,036 tons, a 
decline of 51.9% from the same four-month period of 
1945, but an increase of 74.5% over the corresponding 
1939 period. 

Copper deliveries would have been much lower during 


IBureau of Mines, Minerals Industry Surveys, MMS No. 1380, 
January 24, 1946. 


211, H. Wanders in Engineering and Mining Journal, February, 1946. 
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Mine Production and Domestic Consumption! of 
Copper 
Sources: Bureau of Mines; Copper Institute 
Thousands of Short Tons 


NET DOMESTIC 
\ CONSUMPTION 


1946 
1Beginning March, 1941, includes deliveries on duty-paid foreign copper. 


1945 if it had not been for the great use of imported 
metal, which comprised 45.1% of total deliveries to con- 
sumers as against 33.7% in 1944. The heavy use of 
imported metal continues. 

Some domestic producers became apprehensive after 
the end of the war fearing that imported copper, which 
is handled by the government, would be distributed 
among consumers before domestic supplies had been 
apportioned. However, this anxiety was dispelled by 
granting priority to domestic copper, Diminished war 
demands following V-J day were appreciably offset by 
heightened demand for copper by the wire and cable 
industry. 


STRIKES CAUSE GRAVE CONCERN 


Widespread work stoppages in copper mines, smelter- 
ies, and refineries have had a powerful impact on those 
segments of industry which are directly or indirectly 
dependent upon an ample flow of copper. Strikes at 
brass and wire mills have also interrupted supplies 
for many factories. 

Production of all electrical equipment requiring the 
use of copper has been seriously impaired. The cut in 
commutator-bar and wire supplies has reduced the out- 
put of electrical motors and, in turn, the production of 
such consumers’ and industrial goods as refrigerators, 
vacuum cleaners, washing machines, business machines, 
fans, and oil burners. 

Many manufacturers have already suffered inter- 
mittent shutdowns owing to their inability to obtain 
adequate quantities of copper products, or have been 
operating on a greatly reduced scale with complete 
stoppage imminent. 

CPA officials have reported that only about 10,000 
tons of copper wire bars, about 20% of requirements, 
are expected to be available in June. 

A new maximum base price for copper of 14.375 cents 
per pound (delivered) became effective June 3, 1946, 
to replace the old ceiling of 12 cents per pound which 
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was established in August, 1941. The 12-cent per pound 
price had prevailed since October, 1940. 


BRASS AND WIRE PRICES UP 


Since April 1, 1946, the OPA has authorized three 
price increases for brass-mill products.! The first in- 
crease, which averaged 1.5 cents per pound, was found 
necessary by the OPA in view of the significant decline 
in earnings which had occurred since V-J day. This 
action embraced higher production costs and wage 
increases which were made between August 18, 1945, 
and the end of 1945. 

Only a few producers had made wage adjustments 
during that period, but companies responsible for over 
one half the total output of brass-mill products have 
recently negotiated wage increases approved by the 
National Wage Stabilization Board. Hence, an addi- 
tional increase averaging 1.3 cents per pound, effective 
May 1, 1946, was granted by OPA to adjust wage boosts 
plus allowable increases which have been put into effect 
since January 1, 1946. In this manner, maximum prices 
had been raised by an average of 2.8 cents per pound 
above the base prices and extras existing in March, 1942. 

However, to counterbalance the increase of 2.375 
cents per pound in the price of copper, the OPA has 
‘approved a further increase in brass-mill prices, effective 
June 3, 1946. Producers of brass-mill products may add 
the increase in the cost of copper to their ceiling prices 
of copper products. The increase in prices of alloy prod- 
ucts is computed by multiplying the rise in copper prices 
by the proportion of copper content in the alloy. 


WIRE PRICES RAISED 


Manufacturers’ ceiling prices for copper wire, cable 
and copper-clad wire were increased 2% to 18%, 
effective May 8, 1946, by action of the OPA. This 
involves a dual schedule of increases—an average rise 
of 12}4% for manufacturers who have given wage in- 
creases since February 1, 1946, or who at any time have 
granted general wage increments not below the maxi- 
mum increase authorized by the National Wage Stabi- 
lization Board, and an average of 8% for others. These 
increases stem from an analysis of the cost-profit situ- 
ation of nine manufacturers who turned out 70% of the 
industry’s total production during the last quarter of 
1945. The OPA states that the price adjustments are 
intended to enable producers to earn the same amount 
on net worth as they made in the 1936-1939 base period. 

With the recent increase in copper costs, another up- 
ward adjustment in wire and cable prices became neces- 
sary. The OPA has set up formulas for price increases 
which pertain only to wire and cable affected by higher 
copper prices. Ceilings on scrap, brass ingots and 
similar materials have also been marked up. 


SHIRLEY S. HorrmMan 
Division of Business Economics 


1These include some pure copper products, such as sheets and tubes, 
as well as all copper-base alloys. 
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MANUFACTURERS’ ORDERS, SHIPMENTS AND INVENTORIES 
Source: Department of Commerce 
Index Numbers, 1939=100 


1946 


Percentage Change 


Item February, |March, 1945+ 
ech. 1946 March, 1946 
February December | November October 5 
Inventories... «26. cscaies sie een desl cena sees 166.6 165.0 163.9 166.5 165.6 +1.8 
Durable goods........-.--+++-2+2s000007 173.9 171.8 170.7 177.4 181.7 -5.6 
Total transportation.........---+--++--- 328.5 324.2 ee yeas a oe 
Automobiles and equipment........---- n.d. 196.4 187.5 175.3 177.9 cant 
Transportation equipment except autos. n.a. 578.5 594.0 686.7 792.1 are 
Tron and steel and products.......------- 118.9 116.9 118.4 124.0 123.0 +8.0 
Nonferrous metals and products.......--- 139.3 135.2 136.3 134.1 136.3 -1.7 
Total machinery....-...-----+-e8ss0009> 226.7 224.6 masse raves Keene rcs 
Electrical machinery.......----+++++++° n.d. 263.1 253.2 282.3 290 . 4 ot 
Other machinery.......----+-+-+++s000° n.d. 209.0 206.4 208.7 206.1 eet 
Nondurable goods.........---++--++-+000° 160.2 159.0 158.0 157.0 151.5 +10.2 
Chemicals and allied products........---- 166.6 164.8 165.1 162.2 161.2 +10.4 
Food and kindred products......-.------ 166.0 169.7 177.1 177.1 164.5 +8.5 
Paper and allied products........-----+-- 160.6 156.6 155.0 150.7 148.3 +22.8 
Petroleum refining.........----+-ss++++> 112.4 111.4 111.7 113.6 111.7 +3.7 
Textile-mill products.........----+++-++> 140.3 135.9 130.2 127.6 121.1 +18.0 
Shipments... ....se02+2 se eeee ee css nee 182 183 197 202 204 -30 
Durable goods..........----++-e+eeeeee 152 166 199 200 203 -53 
Total transportation... ......--+-++++--> 147 157 ae Ore g263 tek 
Automobiles and equipment........---- n.d. 66 95 119 102 Pe: 
Transportation equipment except autos. n.d. 572 626 529 592 Acts 
Tron and steel and products........-.---- 93 141 191 184 182 -39 
Nonferrous metals and products.......--- 164 172 183 192 167 45 
Total machinery........2222+++-2+s0es09 195 198 oe Ss ror saat 
Electrical machinery......-.-----+++---: n.d. 160 298 285 288 ps 
Other machinery..........-------0++:+ n.d. 218 236 232 256 2.9 
Nondurable goods........----++++2++s0++° 202 195 196 204 205 -1 
Chemicals and allied products .... ....-- 213 203 189 201 192 -3 
Food and kindred products.......-.----- 223 218 218 230 236 +2 
Paper and allied products...........----- 185 182 167 183 178 +7 
Petroleum and coal products........----- 154 161 178 165 153 -15 
Textile-mill products..........----+++++- 185 178 166 165 167 +2 
New Orders.......--+----esesecec etree: 186 190 182 183 180 24 
Durable goods........-------eee2eee rete 182 180 172 171 160 42 
Tron and steel and products.........-.--- 162 165 174 181 176 -52 
Total machinery.........-------0e220055 246 229 nth Dai rie saris 
Electrical machinery.........----++-++-: n.a 292 264 239 178 “ff 
Other machinery.........-.----+---+-+ n.d. 191 188 161 147 ee 
Nondurable goods.........-+-+++++++++++:: 189 191 —4 


n.a.Not available 


Manufacturers’ Inventories 
Mount 


HE VALUE of manufacturers’ shipments in March 
is estimated at $9.5 billion, an increase of 8% from 
February.! This upturn, which followed settlement of 
some of the major strikes, was highlighted by a $700 
million rise in the value of deliveries of durable goods— 
an increase of 18% in daily volume. Except for food and 
kindred products, every industry in the nondurable 
goods group also participated in the March improved 
shipment position. Iron and steel and their products 
accounted for a 90% increase in deliveries for the month. 
The continued rebuilding of inventories resulted in 
an accumulation of $100 million during the month, 
thereby raising the book value of manufacturers’ in- 
1After adjustment for number of working days. 


ventories to $16.7 billion by the end of March. The 
most notable rise in March inventories was shown in 
nonferrous metals and products, with an increase of 
5.8%. The only decreases appeared in transportation 
equipment and the food and kindred products industries. 

The net effect of declines in output of all steel items 
owing to the railroad and coal situations has been to 
create an atmosphere of confusion both in steel- 
producing and steel-consuming circles. The entire 
automobile industry is pushing for steel, both for cur- 
rent assembly and for a place on the shipping schedules 
to ensure them a start on their 1947 programs. As a 
result of the various interruptions of production, steel 
shipments which were to have been made much earlier 
this year have been pushed back so far that executives 
of automobile companies are no longer willing to make 
forecasts of their production. 

Some members of the industry have expressed fear 
that “further delays in production, together with a 
frittering away of savings during a continued period 
of unrest, may cut deeply into the anticipated demand 
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Manufacturers’ Inventories 
Source: Department of Commerce 
Index Numbers, 1939 =100 
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for automobiles.”’ Most leaders are confident, however, 
that the major part of the huge backlog of orders booked 
with dealers who have taken deposits will hold up until 
delivery. 

Strikes in copper mining, smelting and processing are 
having a crippling effect on the production of fractional 
and integral horsepower motors and many other goods. 
(See discussion of copper elsewhere in this issue.) 
Nearly 3.2 million motors were ordered in March but 
only 1.5 million were produced. The total backlog of 
unfilled orders in March stood at 35;293,547. 


BUILDING MATERIALS SITUATION 


The slow upward trend in building materials output 
continues to be limited by both raw material and man- 
power shortages. For the most part, the need for essen- 
tial raw materials appears to be the principal bottleneck 
—-steel and copper for plumbing, and heating and elec- 
trical equipment, lumber for plywood and millwork 
manufacture and paper liner board for gypsum product 
output. Cement industry executives are concerned 
about falling mill stocks as demand for cement is in- 
creasing by almost 100% in some areas. Current 
cement production is substantially off, owing to short- 
ages of coal and gypsum at cement plants, but industry 
leaders who earlier this year forecast a 33% increase in 
production for 1946 as against 1945 output, now predict 
that production may be stepped up higher than 50% 
above the 1945 level if supplies permit. Nevertheless, 
the danger of cement shortages is great. The shortage 
of gypsum is explained by the fact that the gypsum pro- 
ducers themselves are consuming all the raw gypsum 
available in their expanded output of building materials, 
for which products they receive more attractive prices 


than for straight gypsum sales to the cement industry. 
The latter takes only a small portion of total gypsum. 

Despite continued curbs on the use of wheat, over-all 
domestic food supplies will remain well above prewar 
levels during 1946, reports the Bureau of Agricultural 
Economics. Supplies expected to be less than prewar 
during the next few months include some cereal prod- 
ucts, potatoes, fats and oils, sugar, canned fruits and 
canned fish. Against these relatively short supplies will 
be record or near-record per capita quantities of fresh 
and processed vegetables, poultry and eggs, canned 
fruit juices, fresh and frozen fish and cheese and other 
dairy products. 

Anita R. Kopetson 
Division of Business Economics 


Strikes Curtail 
Advertising 


DVERTISING volume in 1946 expanded sharply 
until adverse labor conditions caused substantial 
reductions in many manufacturers’ planned expendi- 
tures. The Printers’ Ink adjusted index of general ad- 
vertising activity rose 25% from April, 1945, to reach 
152.6 in March, 1946, (1935-1939—100) , in contrast 
with industrial production,! which dropped 27% in 
the same period. (See chart.) While March advertis- 
ing was 52.6% above the base period, recent reports 
indicate a slump, coinciding with a 2% decrease in 
April industrial production. 


Advertising Activity and Industrial Production 
Sources: Printers’ Ink; Federal Reserve 
Index Numbers, 1935-1939 =100; Seasonally Adjusted 
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Radio advertising has received the brunt of the 
blow, since manufacturers are not inclined to push 
products they cannot make. Several important com- 
panies have canceled programs, and some choice 
listening time is available for the first time in several 

1Federal Reserve adjusted index (1935-1939 = 100) 
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years. A substantial decline in summer replacement 
programs is reported. Among the groups either reduc- 
ing or canceling radio advertising are food, automo- 
tive, brewing, electrical equipment and textile con- 
cerns. Radio men believe present lost ground will be 
speedily recovered when industrial activity is again 
in full swing. 


INSERTIONS DOWN 

Newspaper and magazine advertising has slackened 
recently, as labor difficulties have become acute. 
Magazine advertising linage declined 3% in April, 
after rising sharply during the first quarter. One 
major automotive company canceled advertising ex- 
penditures estimated at more than $5 million in the 
early part of this year and another held its program 
to the restricted wartime level. However, strike-free 
concerns, including shoe, cigarette, petroleum and cos- 
metic companies, plan substantial expansion in their 
campaigns. 

Increased advertising rates have recently been put 
into effect by some publications, and more are in pros- 
pect. Paper supplies are becoming easier, although 
newsprint is not expected to show much gain until 
the second half of the year. Outdoor advertising men 
report 1946 space entirely sold and look forward to a 
possible record-breaking year. If industry can settle 
its labor disputes and return to an upward trend, 
some advertising men believe that 1946 volume may 
top all years since 1929 and possibly even surpass the 
$2.6 billion recorded for that year. 


Margsoris E. Jupp 
Division of Business Economics 


More Men’s Wear 
Planned 


CONFERENCE of representatives of the CPA, 

the OPA and the manufacturing industry early in 
May considered ways and means of utilizing the full 
capacity of the suit industry to increase production to 
an annual rate of 25 million to 28 million suits. One in- 
dustry spokesman has estimated the 1946 demand for 
men’s suits at 42 million. With the production goal of 
24 million sewn, plus present low inventories, demand 
will far exceed the supply. In 1944 only 14 million men’s 
and boys’ suits were cut, while in 1939, nearly 25 million 
were completed. 


BOTTLENECKS TO OVERCOME 


A handicap preventing capacity production is the 
shortage of cotton and rayon fabrics for pockets and 
linings. The insufficient supply of linings has been 
somewhat eased by the combined action of the CPA 
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Production of Woolen and Worsted Apparel Fabrics* 
Source: Bureau of the Census 
Thousands of Linear Yards 


» Wi ’s, Chil- 
Men’s Wear eaial Wear ae 
Period Total - arel 
Quantity Bi al Quantity Fo pe ig 
1939 
Totalang. 2): 321,007 | 178,854 | 55. 7 |107,080 | 33.4 | 35,073 
Quar. av’ge..| 80,252 | 44,714) .... 26,770 | .... 8,768 
1942 
Totaleiteace 456,787 | 277,004 | 60.6 107,602 | 23.6 | 72,181 
Quar. av’ge..| 114,197 | 69,251 | .... 26,901 | .... | 18,045 
1943 
Total... 440,573 | 256,769 | 58.3 132,097 | 30.0 | 51,707 
Quar. av’ge..| 110,143 | 64,192 | .... 33,024 | .... | 12,927 
1944 
Total cat 438,976 | 217,128 | 49.5 169,564 | 38.6 | 52,284 
Quar. av’ge. | 109,744 | 54,282 | .... 42,391 | .... | 18,071 
1945 
Total seca 403,450 | 205,687 | 51.0 141,100 | 35.0 } 56,653 
Quar. av’ge..| 100,863 | 51,422 | .... 35,275 | .... | 14,163 
% change 
1939-1945...! +25.7! 415.01 .... +31.8 1 .... | +61.5 


Yncludes data for military fabrics. Estimates as to end-use classifications were 
made on less than 20% of the total quantity of apparel fabrics. 
and OPA. This move resulted in a six-million-yard in- 
crease in the amount of rayon linings available for men’s 
wear during the second quarter of the year. 

As to yardage, the wool fabric industry asserts that 
sufficient men’s suit fabrics are now being produced to 
supply peak production. The current quarter output 
of wool fabrics is expected to set a new record at 123 
million yards compared with a 1939 quarterly average 
of 80 million yards. (See table.) 

Manufacturers believe that three steps are necessary 
to put the industry into capacity operations: 

1. Elimination of the maximum average price plan as it 
applies to the wool industry. The MAP regulation sets the 
pattern of production for the apparel industry by requiring 
manufacturers to balance higher-priced items with low- 
priced goods. 

2. Elimination of the low-cost clothing order M-328B 
which caused an unequal distribution of fabrics and de- 
prived many higher-price manufacturers of needed yard 
goods. 

3. Establishment of a channeling plan to assure the in- 
dustry the necessary supply of cotton goods for pockets 
and other components. 


WOMEN’S VS. MEN’S FABRICS 


Production of apparel-class woolen goods increased 
26% from 1939 to 1945. Over the same period, women’s 
and children’s fabrics rose 32%, while men’s woolen 
goods increased only 15% (see table). The fact that 
the rise in women’s and children’s fabrics was more than 
twice the increase in men’s goods would indicate that 
mills have been stressing women’s wear in preference to 
the heavy material needed for men’s suits and over- 
coats. Rather than blend their cloths with cotton or 
rayon, many mills are turning to women’s wear in order 
to meet MAP regulations and continue operating. 
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BUSINESS RECORD 21% 


Much work has been done under the direction of the 
CPA on the government’s drive to strike a balance 
between high-cost and low-cost apparel. During the 
first quarter of this year, enough material was allocated 
to make 2,350,000 dozen men’s shirts to wholesale at 
$1.37 to $2.25 each. The first-quarter program also 
authorized 143.5 million yards of rayon fabric suitable 
for the production of 27.9 million women’s and girls’ 
street dresses to wholesale at $3 to $6.75 each, in addi- 
tion to sizable quantities of blouses, shirts and rayon 
slips. However, the effect of these allocations will not 
be apparent to the retail buyer for some time. A period 
of several weeks to several months must elapse between 
the time the manufacturer orders his fabrics and the 
finished products appear on retail shelves. 


Enw V. Horowitz 
Division of Business Economics 


April Employment 
Trends 


SEASONAL expansion of farm work in addition to 

increased employment in virtually all industry 
divisions raised civilian employment by approximately 
1.5 million this April, according to preliminary esti- 
mates. Although demobilization of military personnel 
almost completely offset the estimated gains in civilian 
nonagricultural employment, total employment regis- 
tered an additional one million persons. 

All but one of the five basic industries reported an 
increase in employment. Protracted work stoppages in 
the coal mines were reflected in a drop of approximately 
300,000 persons in mining. Construction and manufac- 
turing again showed further gains for the month. Most 
of the increases in manufacturing were concentrated in 
the durable goods group. In the nondurable goods 
group both paper and printing and leather reported 
contraseasonal gains. Employment declined in the food 
group, however, owing mainly to government restric- 
tions affecting the baking industry and livestock short- 
ages curtailing operations in slaughtering and meat 
packing. 

FEDERAL EMPLOYMENT 


The number of persons employed by the Federal 
Government declined sharply with the demobilization 
of wartime government. Close to 500,000 civilian em- 
ployees have been dropped from the federal payrolls 
during the twelve-month period ended January 1, 1946. 

The largest losses in federal employment during this 
period occurred in the South Atlantic and the Middle 
Atlantic regions, which together released more than 
225,000 and accounted for half of the total decline. 


Estimated Employment in the Executive Branch 
of the Federal Government, by States, January, 
1946! 


Source: Bureau of Labor Statistics 


Change, | Change, 
h . War 7 Other 
; . | Agencies, | Agencies 
tan aese srs ae Distrib |yan. 1945to|Jan. 1945 to 
snails) ay Change | Jan. 1946 | Jan. 1946 
(Thou- (Thou- 

sands) sands) 


Change 
Total | Jan. 1945to 
Region and State 


United States....... 2,343.0 | -478.8 | 100.0 | -612.2 |+140.5 
New England....... 134.2 | -42.3 8.9| -48.6| +6.3 
Maine Since at 22 19.3 -7.3 1.6 -8.2 +.9 
New Hampshire. . 4.2 +.3 = 1 -.1 +.4 
Vermont......... 2.9 +.2 a -.2 +.4 
Massachusetts. .. . 81.3 | -26.4 5.6 | -29.3 +3.0 
Rhode Island..... 15.8 -7.9 1.7 -8.4 +.3 
Connecticut...... 10.6 -1.2 & -2.2 +1.0 
Middle Atlantic....| 445.4 | -115.8| 24.4 | -186.5 | 491.2 
New York........| 238.9 | -49.0 10.3 | -62.3 } +13.5 
New Jersey....... 60.7 | -19.5 4-1 -90.7 +1.4 
Pennsylvania. .... 145.8 | 47.2 10.0] -53.4 +6.3 
East North Central..| 295.1 -51.4 10.8 77.4 | ..26.3 
Ohriover oar ees 89.7 -17.9 3.8 24.4 +6.6 
Indiana. ..252 osd2: 34.4 -5.4 1.1 -8.1 +2.6 
Winois 4 etic 113.4 -11.9 2.5 —22.7 | +11.0 
Michigan......... 37.2} -15.6 3.3} -19.8 +3.8 
Wisconsin........ 20.5 =.6 al -3.1 42.5 
West North Central.| 146.9 -12.1 2.6 -30.1 | +18.3 
Minnesota........ 20.7 +2.0 —.4 -1.5 +3.5 
WOWa pee oz.o- on 16.9 =—.1 a -2.6 +2.6 
Missouri......... 50.8 +.4 -.1 4.5 +5.0 
North Dakota... . 57 +.9 -.2 -.3 +1.2 
South Dakota.... 8.8 Fal al -2.3 +1.6 
Nebraska. ........ 20.9 —5.7 2 -7.9 +2.38 
WKansasvaen tee. 23.1 -9.0 9 -11.1 +2.0 
South Atlantic...... 587.6 | —121.1 256.6 | -143.0 | +22.1 
Delaware......... 2.9 -.3 al -.4 +.3 
Maryland?........| 88.5 | -12.7 2.7 | -14.0] 41.3 
Distr. of Columbia*} 229.1 | -25.7 5.4 | -34.9 +9.1 
Virginia®......... 82.6 | -25.5 5.4| -27.6| +2.2 
West Virginia. .-. . 9.9 +.8 = =.6| -+1.4 
North Carolina. .. 35.5 —4.6 1.0 -5.8 +1.2 
South Carolina. .. 99.3 | -20.2 4.3 | -21.5 +1.8 
Georgia: ;cesee: « 52.7 | -16.1 3.4 | -19.7 +3.6 
Bloridas.750.6e0t 57.0 | -16.7 3.5 | -18.5 +1.8 
East South Central..| 123.7 | -12.8 2.7| -95.6 | +12.8 
Kentucky........ 26.6 +1.9 —.4 - 1 +2.0 
Tennessee........ 38.2 +1.6 -.3 -2.9 +4.7 
Alabama; ...o-0'« 38.7 -13.0 easly f -17.2 +4.2 
Mississippi....... 20.2 3.4 au 5.2 +1.8 
West South Central.| 198.4 | -50.9 10.7 | -63.8 | +13.0 
Arkansas......... 19.4 -5.0 oa 7.3 +2.3 
Louisiana......... 33.5 -8.7 Lsie—11.3 +2.6 
Oklahoma........ 37.1 6.4 1.4 -9.2 +2.8 
qilec heen FS Sa 108.3 | -31.0 6.5 | -36.0 +5.2 
Mountain.......... 103.9 | -19.2 Bode) | 27 Sut e483 
Montana......... 8.5 +.7 -.1 -.7 41.5 
Idaho} “Sana 7 8.5 —.4 ms! -1.7 +1.4 
Wyoming......... 4.6 —.5 ol -1.2 +.8 
Colorado......... 24.0 2.0 4 -4.0 +2.1 
New Mexico...... 13.5 -1.2 3 -2.3 iid 
ATIZODS Soke s ac 13.4 -5 .2 Ah -5.6 +.5 
Utah.. 26.6 —8.7 1.8 -9.4 +.8 
INevadae® eeucn > 4.8 —2.1 4 2.5 +.3 
Pacific............ 357.9 | -48.1| 10.2| -60.4| +19.3 
Washington. ..... 76.8 | -18.5 3.9| -20.7| 42.2 
Orevonuthn.2.2.4)) > 1720 a eath ai! 1.4] +2.2 
California. ....... 264.0 ' -30.4 6.4 | -38.3 +8.0 


1Excludes employment outside continental United States, workers employed on 
force-account construction and fourth-class postmasters. Data are as of the first 
of the month. ia 

2Data for District of Columbia include employees working in those parts of Mary- 
land and Virginia which lie in the Washington metropolitan area, as defined by the 
Bureau of the Census, 

aLess than .05%. 
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New York and Pennsylvania each dropped over 
45,000, Texas, California, Washington, D. C., and 
Virginia reported reductions of over 25,000. 

The decline was concentrated in the war agencies, 
which lost more than 600,000 employees in the year 
period. The War and Navy departments reduced em- 
ployment by over 500,000, and accounted for 85% of 
the drop. Since last January more than half of the emer- 
gency war agencies have either been abolished or trans- 
ferred to peacetime agencies. 

While every state reported decreased employment in 
war-agency personnel, the reverse held for all other 
agencies. Over 140,000 more persons were employed 
by nonwar agencies this January than a year earlier. 
This expansion, however, was completely overshadowed 
by the slash in war-agency personnel. But, in ten states 
the increase was large enough to offset the reduction 
in war agencies. 

Accelerated personnel reductions in the war agencies 
will probably continue to be partly offset by increases 
in some of the independent agencies. However, the em- 
ployment outlook for workers in the federal executive 
service is more unfavorable than figures indicate. A far 
greater number will actually be displaced by the return 
of veterans who will exercise their reemployment rights. 
The number of veterans coming back to claim former 
jobs in the federal service has been rising steadily. From 
a total of 2,800 during August, the number rose to 
38,100 in January, 1946. This brought the grand total 
since July, 1944, to 120,000. 

In January, 1946, New York State led in the place- 
ment of veterans in federal positions (5,200). California 
maintained second place with 4,800 placements, while 
Tllinois, Missouri, Washington, Virginia, and the Dis- 
trict of Columbia followed, each with between 2,000 
and 3,000 placements. 

Rosatyn D. SIEGEL 
Statistical Division 


Notes on New Products 


A pliable, tough, and washable plastic sheeting known 
as U. S. Royalene is now being produced by the United 
States Rubber Company for use in brief cases, ladies’ 
handbags, belts, tobacco pouches, and billfolds. This 
sheeting is produced in a wide range of colors and in 
several gauges and pliabilities. It may also be polished 
to give a high mirrorlike gloss. It is said not to harden 
or crack with age or severe use. 


The use of pine needles as a raw material for a textile 
fiber called Pin-Tex has been developed in France. 
Pin-Tex is a light-weight material which is soundproof, 
heat insulating, and resistant to alkalis and acids. It 
may be spun or woven alone or with other materials 


and may be used in soundproof or heat-repellant parti- 
tions for electric insulation, cement fibers, and certain 
types of roofing. 


A new fabric of woven threads made from Pliofilm 
has been developed by the Chemical Products Division 
of the Goodyear Tire and Rubber Company. This 
fabric is said to be mothproof, scarproof, and water- 
proof, and may be produced in any color or pattern of 
colors. G. K. B. 


Rubber Tire Production 


Increases 


Production of tire casings for passenger automobiles 
rose 16% in March over February, bringing first- 
quarter output to 14.6 million units, nearly three times 
more than in the same quarter of 1945. Output of truck 
and bus casings in the first three months totaled 3.9 
million compared with 5.4 million a year earlier. This 
drop largely reflects the cut in Army demand. In both 
classifications the great bulk of production has been for 
replacement use. Delayed production of automobiles 
will probably continue to facilitate replacement busi- 
ness. Tube production has also shown large gains. 


Pneumatic Automotive Tires for Highway 
Transportation 
Source: Rubber Manufacturers Association 
Millions of Tires 


PASSENGER CAR 
TIRES 


TRUCK AND BUS 
TIRES 
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Passenger tire production schedules for this year have 
been increased to more than 69 million units from the 
66 million originally scheduled, according to the CPA. 
Schedules of other types may be reduced because they 
are in abundant supply. 

The accompanying chart on highway tire production 
is corrected and revised to supersede the chart published 
on page 95 of the March issue of The Business Record. 
The chart is based on the number of tires, and therefore 
does not indicate the relative importance of bus and 
truck tires to passenger-car tires in weight or value. 

W. ION: 


Selected Business Indicators 


(Annual Statistics Appear in “The Economic Almanac 1945-46,” Page 156) 


1946 1945 Percentage Change 


Item | Unit 
April March February January April 


Industrial Production 


PR SEANCCRERIS) (0S))o cls dip ats octane heehee 1935-39 =100 || p 164 168 152 160 230 2.4 mi! 
Manufacturing (FRB) (S)........ 1935-39 =100 || p 174 173 154 163 Q47 +0.6 My 
Durable goods (FRB) (S)....... 1935-89=100 ||p 187 182 138 166 336 -2.7 9 
NBL i. Swichers «PEN RIN cay exs. « 000 net tons 5,877 6,507 1,393 3,872 7,292 -9.7 8 
Piet BE OOUN taco ins cad osteo) 3) aus siopia.n. uate 000 net tons 8,614 4,424 1,148 2,645 4,786 -18.3 4 
Copper (refined).............. net tons 18,989 20,139 49,923 69,008 75,436 -5.7 4 
ead (refined) 269. 2 oe net tons 23,766 25,336 41,643 51,054 46,511 6.2 5 
OTROS CLEA +) a net tons 60,903 71,612 61,274 65,901 68,223 -15.0 .6 
Glass containers.............. 000 gross n.d. 9,872 8,985 9,890 8,828) +9.96 Od 
Seas OF retired vo wid million bd. ft. n.d. 2,278 1,792 1,741 2,354a] +27.1b 9d 
Machine tools!............... 000 dollars || p 28,100 27,326 26,949 30,268 40,170 +2.8 6 
Machinery (FRB)............ 1935-39 =100 || p 219 206 189 Q17 419 +6.3 6 
Transportation equip. (FRB). .|| 1935-39=100 }j p 234 206 197 | r 219 651 +13.6 6 
PAMLOMODINES 252015 a1. o> 0/2. «0 units 152,206 90,045 47,665 |r 58,775 0 wt CN Diiagek se raat IE” seer 
Nondurable goods (FRB) (S).. . .|| 1985-39=100 }| p 164 166 166 161 174 -1.2 i 3 
ME OUCONT anes. of Tie tice ep ied le oie bales 813,732 803,937 746,594 811,368 769,209 +1.2 8 5 
ROL ete eS creda hess sin ees million pounds} . n.d. 60.8 56.2 62.7 63 .8a +8.26 dr 8d 
RAYON VALINE 5 oe hie. hig) sleres00 million pounds p 57.5 58.3 50.2 55.7 48.8 -1.4 8 6 
Food pote mfd. (FRB) (S). . 1935-39=100 || p 150 156 159 154 160 -3.8 2 2 
Chemicals (FRB) (S)......... 1935-89=100 | > 236 Q34|}r 232 235 318 +0.9 8 3 
Newsprint, North American. ..|/ short tons 434,421 430,608 396,390 427,019 332,925 +0.9 5 8 
[PAPO - cee teinee his och as We, dees % of capacity 102.7 104.4 98.4 94.7 88.1 -1.6 6 9 
PEATETDOBIE feplisis (a iarst- pitaletaemie % of capacity 99 100 97 90 97 -1.0 mt 6 
Boots and shoes®..............|] thous. of pairs |] e¢ 47,000 |e 45,500 | p 43,700 40,700 41,519 +3.3 3 9 
Cigarettes (small)?............ millions 25,452 26,401 23,637 25,226 17,090 -3.6 9 9 
Mining (FRB) (S)............-.. 1935-89=100}p 103 |r 187|r 141 141 140 -24.8 ‘4 3 
ituminous coal.............. 000 net tons|}p 3,210 56,800 49,960 54,075 43,360 -94.3 6 of 
ATILDTACILO fs esis rece ei coe 000 net tons|/p 5,061 5,492 4,788 4,982 5,094 7.8 .6 au 
Crude petroleum*,............ 000 barrels e 4,625 |e 4,475 4,719 4,625 4,801 +3.4 ah 5 
Electric power’. ............00005- million kwh 3,994 3,988 3,963 4,054 4,372 +0.2 6 r 
REPIMURMICHION®: «ccs ce cee ce hens, oe 000 dollars r 734,911 697,593 387,399 $57,501 395,798 +5.3 Jt .0 
Heavy engineering—Public’........ 000 dollars 46,908 34,171 19,849 22,163 24,045 +37.3 a aa 
Heavy engineering—Private’....... 000 dollars | 87,140 61,824 42,158 47,493 11,050 +40.9 6 .6 
Distribution and Trade 
Carloadings, total’................ thousand cars 652.7 798.6 726.6 726.5 845.2 -18.3 8 5 
Carloadings, miscellaneous®......... thousand cars 372.9 359.8 300.4 316.2 400.8 +3.6 .0 8 
Retail trade (NICB) (S)........... 1935-39 = 100 n.d. 233.7 226.9 220.0 189 . 2c 43.0 5 8d 
Department store sales (S)......... 1935-39 = 100 252 263 254 228 182 —4.6 5 oa 
Variety store sales (S)............. 1935-39 = 100 n.d. 193.5 180.1 177.3 170.5a +7.4 5 1d 
Rural retail trade (S).............. 1929-31 = 100 308.7 345.2 280.7 Q74.2 200.4 -10.6 0 8 
Grocery chain store sales (S)®....... 1935-39 = 100 n.d. 214.7 215.6 221.1 167 .3a -0.4 3 Ad 
Magazine advertising linage........ thous. of lines 4,775 4,910 4,604 4,139 4,039 2.7 2 9 
Commodity Prices 
All commodities (BLS)............ 1926 =100 p 110.2 |p 108.9 107.7 107.1 105.7 +1.2 to .0 
Mawimaterials. .... . cccnsacdess 1926 =100 p 122.2 \p 120.5 118.9 118.3 116.8 +1.4 6 .6 
Semi-manufactured articles....... 1926 =100 p 101.1 }p 100.4 98.8 97.6 95.0 +0.7 4 ae 
Manufactured products.......... 1926 =100 | p 105.5 |p 104.5 103.4 102.9 101.8 +1.0 6 5 
Farm products................-- 1926=100 |p 135.4]p 133.4] 180.8| 129.9| 129.0] 41.5 0 ‘9 
EMME SS ticle co -aychis. « carere ate 1926=100 | p 110.8 |p 109.4 107.8 107.3 105.8 +1.3 ee my 
Sensitive industrial (NICB)*........ 1929=100 | 98.1 97.1 95.7 95.4 96.3 +1.0 9 A 
Sensitive farm (NICB)®............ 1929=100 | 186.8 135.7 188.7 132.7 127.8 +0.8 0 ot 
Retail prices .............0.04.0+- 1935-39 = 100 | n.d. 143.4 142.7 143.0 139.6a)  +0.5 a Ad 
Securities 
Total stock prices(Standard & Poor’s)|| 1935-39=100 | 151.7 141.8 143.3 144.8 114.4 +7.0 6 .9 
MEMIUISEE MIN eda w'e v0 bseid oiviels'<s,«'e.s | 1935-39 = 100 155.9 144.5 145.8 147.5 116.5 +7.9 .8 2 
PenrOR athe. cele vast dives dia Be 1935-39 = 100 156.8 153.6 159.8 164.3 129.3 +2.1 e) 2 
PUR MNEREOS ecto 8 Re ay < wens etnias sel sie p 1935-39 = 100 127.5 122.8 198.7 124.0 98.0 +3.8 | 5 
Totalno. sharestraded N.Y.Stock Ex.|| thousands H 43,947 35,774 51,851 69,182 34,205 +22 .8 5 A 
Corporate bond yields (Moody’s). . .|| per cent 2.67 2.66 2.68 2.73 2.90 +0.4 9 3 
Financial Indicators 
Bank debits, outside New York City) million dollars 42,122 43,448 |r 36,210 41,977 37,846 -3.1 8 9 
New capital corporate issues........ 000 dollars 289,600 128,215 47,089 131,170 100,923 | +125.9 .0 3 
Refunding issues.................. 000 dollars 387,662 307,415 264,262 112,954 555,122 +26.1 “yA 0 
Comm., iedustrial and agric. loans’. .|| million dollars 7,511 7,AT5 7,368 7,272 5,989 +0.5 4 +19.1 
National income payments......... million dollars n.a. |p 18,086 |r 12,068 13,047 13,686¢ +8.4 : —4.0d 
Money in circulation, end of month. uth dollars lp 27,883 |r 27,879 27,954 27,917 26,189 fi : +8.2 
SAdjusted for season variation 1Shi 2Consumption; cigarette consumption measured by tax-paid withdrawals 3Excludes reconstructed government shoes included 
in data eo to 1944 *Averagedaily § wy weekly SF. W. Dodge TEngineering News-Record—average weekly | *Grocery and combination chain store sales 9140 centers 


a@March, 1945 bPercentage change, February, 1946, to March, 1946 ePercen change, March, 1945, to March, 1946 dPercentage change, first 3 months, 1945, to first 
8 months, 1946. estimated fLess than 0, 05% n.a.Not available aPuiireaes Revised 
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Chronicle of Business 


April 

24 Cigarette makers allowed price rise of 25 cents per thousand. 
OPA asks Civilian Production Administration to tighten 
general inventory restrictions. Federal Reserve banks of 
Philadelphia, New York and San Francisco vote to end 
wartime preferential discount rate to member banks. 


25 Railroad engineers’ and trainmen’s strike set for May 18. 
Wheat stocks in storage on April 1 reported lowest in 
eight years. 


26 Anthracite miners approve filirig of 30-day notice to strike 
unless contract is negotiated before May 31. OPA 
opposes 25% freight rate rise asked by railroads. Malle- 
able iron castings prices raised 7%. Major motion picture 
companies agree to union demand to increase number of 
musicians employed by 44% and their wages by 33%. 


28 Quota regulations reimposed on livestock slaughter. 
29 Meat packing plants returned to private owners. 


30 Anderson further restricts use of grain in distilling. Fact- 
finding board for nonferrous metals industry recommends 
general 18!4-cent hourly pay rise. 


May 


1 OPA allows price increases for brass-mill products aver- 
aging 1.3 cents a pound, making total rise of 2.8 cents 
over March, 1942, prices. Civilian Production Admin- 
istration freezes cotton spindles producing over 20% of 
nation’s cotton yarn, to check a decline in the volume 
of such yarn available to knitters and fabric makers. 
Price control removed from fabricated steel shapes and 
plates. Radio tube ceilings raised. Chicago electric 
power use curtailed, owing to coal shortage. 


2 Office of Defense Transportation orders embargo on rau 
freight, except food, fuels and some other essential items, 
and 25% cut in passenger service on coal-burning rail- 
roads, effective May 10. Brownout and other measures 
to save electric power ordered in northern Indiana. 


3 Passenger service on coal-burning railroads ordered cut 
50% on May 15. Gray tron castings prices raised. CPA 
freezes government stock pile of cadmium as work stop- 
pages reduce production 45%. 


5 OPA departs from cost absorption policy in allowing re- 
sellers of bolts, nuts, screws and rivets to pass along to 
industrial consumers and retailers the 7% increase 
granted to producers. 


6 Krug predicts consumer coal rationing next winter. CPA 
suspends wartime shoe production controls. 


7 OPA extends scope of price increases to makers of cotton 
and wool knitwear. 


8 CPA orders coal conservation by eastern electric utilities 
and asks motor carriers to give preference to essential 
commodities. Ford Motor Company begins complete 
shutdown. Small says government soft coal stock pile is 
down to a 12-hour supply of normal consumption. Goy- 
ernment announces higher grain prices, effective May 
18. Petroleum Administration for War is terminated. 
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May 


9 OPA reveals rises in manufacturers’ prices of copper wire. 
GM and Chrysler announce mass layoffs to begin May 
13. 


10 Coal operators accept Lewis’ offer of two-week truce, 
starting May 13, to mine coal for essential services. 
Tllinois and Indiana lift power curbs, except on display 
lighting and for some minor uses. Anthracite operators 
and miners begin contract negotiations. 


11 GM cancels mass layoffs. 


13 Some local soft coal miners’ unions refuse to return to work. 
Lewis demands health and welfare fund, provided by 
levy of 7% of soft coal industry’s payroll. Rail freight 
embargo lifted; scheduled sharp cut in passenger service 
canceled. Price control lifted from buses and many 
commercial vehicles. Price rise granted to makers of 
electric motors, gasoline and other internal combustion 
engines and equipment. 


14 Price control removed from about 100 minor food items 
and from silk yarns and fabrics, nonapparel silk articles 
and special apparel items made chiefly of silk. 


15 Ford Motor Company closes largest branch assembly plant 
because of shortages caused by strikes. CPA halts 
exports of clothing made under government’s low-cost 
clothing program. 


16 Soft coal miners and operators reject Truman’s proposal 
to submit dispute to binding arbitration. Small asks 
Congress to ban strikes for at least six months. Office 
of War Mobilization and Reconversion orders allocation 
of products from which alcohol is produced and severe 
restrictions on industrial alcohol use. 


17 Government seizes railroads. United Steelworkers ask 
Small’s resignation. 


18 Railroad strike postponed until May 23. 


20 National Electrical Manufacturers Association reveals 
critical copper shortage resulting from strikes. 


22 Soft coal mines seized by government; Krug to negotiate 
contract with miners, subject to Wage Stabilization 
Board’s approval. President signs veterans’ housing 
bill with subsidies for building materials and price 
ceilings on new homes. OPA grants further price 
rises for some automobiles. 


23 Rail strike begins; almost all rail service halted. ODT 
takes control of all transportation and restricts freight 
movements to essential priority goods. 


25 Rail strike ends; hourly wage rise of 18.5 cents granted. 
Truman asks Congress for temporary emergency powers 
to break strikes against government-operated industries, 
including the drafting of strikers into the Armed Serv- 
ices. ODT suspends mail and essential cargo priorities on 
airlines and passenger trains. Reconstruction Finance 
Corporation announces rise in subsidies of 8 cents a 
bushel on wheat ground into flour. 


June, 1946 


Survey of Business Practices 


BUSINESS RECORD 221 


Orders Accumulate as Production Lags 


fe DUCTION has failed to reach goals established 
for a year after V-E day as a result of widespread 
strikes, material shortages and inability to obtain the 
quantity or quality of labor required, according to 
nearly all the business executives cooperating in this 
month’s survey of business practices. 


PRODUCTION 


Strikes and shortages of materials are given about 
equal weight as causes for the lag in production. In 
many instances the shortage of material and.the failure 
to obtain shipments are traced to labor unrest among 
suppliers. “We are way behind on our production 
schedule,” reports a chemical producer, “due to our 
inability to secure steel, motors, castings, etc., most 
of which are delayed by strikes in our suppliers’ plants.” 
Reduced productivity of workers and some shortage of 
manpower, particularly of skilled help, have also pre- 
vented the attainment of production goals. This con- 
dition is being eased somewhat by the return of veter- 
ans. In some industries the degree of skill required for 
workers entails a lengthy training period. 

Slower deliveries of equipment than anticipated have 
also been a retarding factor. Some industries which 
utilized the same equipment in wartime as in peace- 
time and were unable to obtain replacements in 
recent years are particularly hard hit by slow de- 
liveries of capital goods. As one paper manufacturer 
observes: “‘We are substantially behind our production 
schedules for V-E day plus one year. Production is 
lagging primarily because repair and rehabilitation of 
war-worn equipment have been impeded by equipment 
shortages and strikes and the flagging rates of pro- 
ductivity. If these factors had not interfered, there is 
the possibility that raw material shortages would have 
been a bottleneck, but with conditions as they are 
today the raw material bottleneck is an academic 
question.” 


Price Control 


OPA pricing and black markets are also mentioned as 
factors in delaying production. As pointed out in pre- 
vious surveys, some scarcities are attributed to govern- 
ment controls. A leading food producer, noting a serious 
lag in production, reports that: ‘As packers, we have a 
limit on the price that we can pay for animals according 
to grade, and a fellow engaged in black-market handling 
needs only to bid another quarter of a cent per pound to 
secure the live animal and sell it at a rather fabulous 
profit at prices above the legal ceiling. This condition 


seems to be getting progressively worse instead of 
better.” 

A minority of executives report that production goals 
have been attained and even exceeded. These executives 
generally reported an absence of reconversion problems 
and avoidance of labor difficulties. However, an elec- 
trical equipment manufacturer, whose company has met 
the production schedule set last fall, observes: “Since 
orders have been received far beyond our estimate, we 
are actually very far beHind in deliveries.” A number 
of other instances of greater than anticipated demand, 
particularly in the industrial equipment field, were 
reported. 


NEW ORDERS AND SHIPMENTS 


Inability of manufacturers to attain higher levels of 
production partly accounts for the continued excess of 
new orders over current shipments. A large volume of 
deferred demand and a high level of national income are 
other factors. In some instances, however, new orders 
are being discouraged or not accepted and production is 
allocated. In the few cases in which manufacturers re- 
ported shipments as approximately equal to or greater 
than new orders, this fact was usually owing to the 
nature of the product or to the lessening of demand be- 
cause of curtailed operations in other industries. For 
example, five of the eight machine-tool corporations re- 
porting indicated that government-owned machine tools 
were accounting for a large share of the sales in their 
industry. 

Estimates of the time required to restore a balance 
between shipments and new orders generally cannot be 
made because of unsettled conditions. Typical of this 
viewpoint is the following comment received from an 
automotive equipment manufacturer: “Our shipments 
will not exceed new orders until sanity is restored in 
this country, meaning until strikes of major suppliers 
have stopped, and until price control by OPA is 
eliminated on the products and material which we pur- 
chase.” Similarly, a brick and tile manufacturer reports: 
“Tf ceiling prices were allowed which justified capacity 
production, if fuel were available and if the industry was 
not limited by strikes, production would start to exceed 
new orders within three to four months.” 


Controlled Orders 


Some manufacturers are fully booked for several years 
in advance and believe more orders could be put on the 
books if they so desired. Thus, an industrial machinery 
producer states: “‘As soon as we saw our way clear to 
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take any orders at all, we accepted two years’ business. 
As soon as these orders came in, we stopped the process 
and shall now wait a while until the situation is cleared 
before we accept another year’s business.” Another in- 
dustrial machinery producer reports that on smaller 
units “we are quoting deliveries about a year off and on 
our larger units from two to three years.” It is quite ap- 
parent that new-order figures for industry as a whole are 
not a true measure of demand partly because of the 
controls which industry has had to impose. For ex- 
ample, “neither we nor the coal industry as a whole,” 
reports a mining executive, “can accept any new 
orders.” 


Overordering 


Manufacturers generally find little evidence of over- 
ordering but are checking incoming orders carefully. In 
some cases, executives believe that duplicate orders are 
being placed with more than one manufacturer with the 
idea of accepting the first shipment and canceling the 
balance. However, some cases of overordering were 
noted. For example, a steel producer comments: 
“Unless the postwar world is going to be made entirely 
of strip steel, I suspect that some of these buyers are 
overordering.” 

It is pointed out that many customers naturally 
would like to build up inventories because of the danger 
of work stoppages in the plants of suppliers. For ex- 
ample, an executive of a foundry states that one of its 
largest customers is “purposely overordering in an effort 
to build up a substantial bank in anticipation of further 
labor trouble on the part of suppliers.” 


DEMAND 


The majority of manufacturers could not venture a 
guess as to the pent-up demand for their products. For 
some products, of course, demand that is deferred is lost 
and cannot be tapped at a future date. In the durable 
goods field, particularly among machinery and equip- 
ment makers, estimates of pent-up demand range as 
high as five years’ capacity production. Two to three 
years, however, is a more common estimate, although, 
as noted earlier, many manufacturers do not believe 
that even a guess can be made in the light of current 
unsettled conditions. Estimates which were received 
are given in the excerpts to replies shown on pages 
932 to 236. Some others are reprinted below: 


“Automobile manufacturers this year will probably not 
produce more than two million cars, but, if strikes can be 
settled and the flow of materials is uninterrupted, they will 
probably produce four or even five million next year. Some 
are talking about a six-million-car year but it is doubtful 
that steel production will expand fast encugh to allow that 
expansion in car and truck production. 

“The demand for agricultural equipment seems to be 
almost unlimited but, inasmuch as we are suppliers of parts 
only, we feel reasonably certain that we will be producing 
at a rate double 1941 before this year is over. The same 


applies to railway equipment business. We are now pro- 
ducing double our 1941 production. Oil burning household 
utilities show a demand more than double 1941.” 

x ok * 


“Qur industry is utterly unable to take care of the de- 
mands that are being made upon it, and shortages and 
scarcity of clothing will continue to be as great during the 
balance of the year, with not a great deal of relief in sight 
for 1947.” 

ek * 

“We anticipate that pent-up demand for our products is 
equal to approximately two to three years’ capacity pro- 
duction and we do not expect a reasonable balance to be 
restored for at least two years.” (Apparel) 

x *k * 


“The pent-up demand for our products is so great that 
there is every likelihood of a shortage of cement devel- 
oping within a very short time.” 

x * * 

“Our guess as to the pent-up demand for our products 

is approximately five years.” (Automotive Equipment) 
* * * 

“Tt is believed that 1947 has a potentiality of becoming 
the biggest year in the history of industrial equipment. 
1948 should also exceed any prewar year. It is expected 
that 1949 will show somewhat of a decrease with 1950 
leveling off to about 1946 levels.” 

* %* * 


“There is a considerable pent-up demand for our product 
but this must be viewed in relation to the war surplus of 
machine tools, as well as to our own expected volume of 
production. In other words, the present demand for ma- 
chines is much greater than is represented by our sales, 
but one half to two thirds of this demand is being satisfied 
by machines being sold by the government and, at the 
present rate of government sales, the government surplus 
machines will be a major factor in satisfying demand for 
several years to come.” 

x * 

“In my opinion, in radio the pent-up demand will be 
absorbed in three to six months if OPA becomes realistic 
about price ceilings for parts manufacturers, and in re- 
frigeration it will take about a year and a half.” 


* %* * 


“We anticipate a reasonable balance between production 
and demand within five or six months after our industry 
has had a chance to operate at 90% or better. It is expected 
it will operate at this rate if there is no interference due to 
strikes or other unusual conditions.” (Steel Producer) 

* * * 

“Most of the products that we make go into nondurable 
goods. Pent-up demand for consumers’ goods is, of course, 
limited in extent.” (Chemical Producer) 

* * * 

“T should think that it would take about six months’ 
production in the cotton textile industry to fill up the pipe 
lines to the degree to which they were usually filled in 


normal times.” 
* * * 


“The pent-up demand for [oil] products is being satisfied. 
For the industry as a whole, capacity has been in excess 
of demand ever since V-J day.” 
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EARNINGS 


The profit picture reported for the first quarter of 
the year is very spotty. Unsatisfactory earnings, how- 
ever, predominate. Typical of these is the following: 
“Our profit picture for the first quarter of the year is 
very unsatisfactory due to labor conditions.” Some 
sizable losses for first-quarter operations were indicated. 
A steel producer, for example, states that “the actual 
loss during the first quarter of 1946 was equal to the 
profit for the whole year of 1945.” On the other hand, 


some other producers fared much better. Thus, a petro- 
leum products manufacturer notes that the “profit pic- 
ture for the first quarter of this year has been satis- 
factory owing to maintenance of capacity operations.” 
A similar report was received from an office equipment 
maker. The general experience of producers with con- 
tract termination has been satisfactory and most claims 
have now been settled. 


Henry E. Hansen 
Division of Business Practices 


Appraising the Federal Reserve Index 


RANSITION of the economy from a war to a 

peacetime footing has brought to the fore again 
certain questions about the Federal Reserve index of 
production which conversion from peace to war ori- 
ginally raised. In 1941 and particularly in 1942 and 
1943 when planes, tanks, guns and other military items 
so largely replaced ordinary articles of peacetime in- 
dustry on the assembly lines of the nation, unprece- 
dented difficulties confronted index makers who wished 
to construct a new series or modify an old one to com- 
pare the physical volume of production in war with that 
of the preceding peace years. 

How many tanks or machine guns or planes are the 
equivalent of, say, a million automobiles in terms of 
“physical volume’? Federal Reserve authorities con- 
ceived the idea that this difficulty could be surmounted 
by expressing production in terms of man hours or, 
perhaps more accurately expressed, measuring pro- 
duction by man hours required or actually worked. 
This procedure rested upon the assumption, expressed 
or implied, that any two items, peacetime or wartime, 
are the equivalent of one another if the number of man 
hours required for their production is the same after 
any adjustment which may be necessary to eliminate 
the effect of changes in “productivity.” 


THE MAN-HOUR TECHNIQUE 


First in 1941 and then in 1943 the Federal Reserve 
index of industrial production was extensively revised, 
by far the most important change instituted being the 
application of this man-hour technique wholly or in 
part to components carrying about 35 points of weight 
(out of 100 points), and the changes were extended re- 
troactively for a number of years. The revised index 
rose sharply above the old series as war production 
mounted. The change became particularly noteworthy 
in 1941 and attained still greater proportions in 1942. 

Very considerable criticism was soon leveled at the 
new series.'_ To some critics any comparison of the 


Chart 1: Industrial Production 
Sources: Federal Reserve; Ton ConrerENcE Boarp 
Index Numbers, 1935-19839=100; Seasonally Adjusted 
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physical volume of production of tanks, machine guns, 
heavy ordnance and the like with automobiles or loco- 
motives or washing machines seemed metaphysical, or 
at least without very concrete or useful meaning. It 
was asserted, moreover, that no measure of productivity 
is possible without first arriving at the volume of pro- 
duction, and hence that the productivity series used in 
adjustment of the man-hour series employed by the 
Federal Reserve was itself derived from some gauge or 
assumption about the very volume of production it was 
being used to measure. 


The Defense 


Federal Reserve authorities defended themselves 
stoutly, and have repeated in the May issue of the 
Federal Reserve Bulletin essentially the same arguments: 


1The index had been under criticism in several quarters prior to 
these revisions on grounds which do not concern us here. The most 
systematic and detailed analysis of the new index and its alleged de- 
fects was contained in “Production of Industrial Materials in World 
Wars I and II,” by Geoffrey H. Moore, National Bureau of Economic 
Research. 
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FEDERAL RESERVE INDEX OF INDUSTRIAL PRODUCTION 
1935-1939=100; Seasonally Adjusted 


Total 
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ncludes processed fruits and vegetables, confectionery, other food products 
pPreliminary 


“Actually, man hours are used in less than half the series, 
Moreover, they are used for the most part only to show 
monthly fluctuations around levels established from phy- 
sical volume data, which often are not available monthly 
but can be obtained quarterly or annually. This use of man- 
hour data makes it possible to include monthly measures 
for some important industries whose output otherwise 
would not be represented. It is preferable to include the 
most accurate measures available rather than to omit en- 
tirely many important industries.” 


POSTWAR VS. PREWAR 


In addition to these difficulties there is the further 
question of the comparability of postwar with prewar 
figures—the comparisons which would be without the 
difficulties surrounding any effort to compare the phy- 
sical volume of production of two sets of basicaliy differ- 
ent products. The man-hour technique would, however, 
still require determination of postwar versus prewar 
productivity. The question still remains as to how 
productivity can be measured without first making 
some sort of determination of production—the very 
thing that is to be determined by the use of man-hour 
data, although some part of this problem may be solved 
by independent bench-mark data available, however, 
at more than monthly intervals. 

Most students will probably seek the ultimate test in 
the degree in which the Federal Reserve index and its 
components seem to conform to ordinary experience and 
such independent, if sometimes quite fragmentary, sta- 
tistical data as can be obtained. It is reasonable to 
suppose that the Federal Reserve economists are con- 
stantly checking their own results against precisely such 


Man-hour Series 
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142 125 182 302 162 317 247 
146 122 185 305 165 318 247 
144 124 183 306 169 319 236 
140 122 180 300 168 318 233 
138 115 168 295 161 319 224 
138 121 172 298 155 318 222 
134 117 179 287 150 307 218 
124 110 162 260 139 265 193 
115 110 172 220 146 239 172 
120 116 177 218 148 230 191 
123 119 181 215 152 228 192 
131 124 182 Q17 159 230 205 
135 144 197 199 164 235 215 
140 144 196 187 164 232 215 
144 147 202 195 165 933 221 


standards. For this purpose, a number of the compon- 
ents of the Federal Reserve index are shown separately 
in the table and charts 1 and 2, and at certain points 
are compared with other related available data. 


SIGNIFICANT FIGURES 


Chart 1 and the table make clear the now rather 
familiar fact that the more spectacular wartime rise in 
the Federal Reserve index may be traced to the behavior 
of the so-called man-hour components, that is to say, 
those components derived wholly or in part by use of 
the man-hour technique. Those components of the 
index not directly affected by the man-hour technique 
for the most part reflect activity in those branches 
either devoted to materials production or else have to 
do with segments of the economy generally known to 
have expanded in lesser degree than most of those in 
the so-called man-hour group. 

Controversy has centered about the degree of ac- 
curacy in which the man-hour series reflect growth in 
activity in war-expanded industries. No one has denied 
that more work, 7.e., more man hours, are required to 
convert a given number of tons of steel, nonferrous 
metals and other materials into a tank, an airplane 
engine, or a machine gun than into an ordinary peace- 
time passenger automobile. Thus, if it is conceded that 
“physical volume” of production is measured by the 
number of man hours required for its completion, there 
can be little question that the physical volume of pro- 
duction in those industries making war equipment rose 
at-a rate more rapid than their consumption of raw 
materials, and consequently more rapidly than those 
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Chart 2: Production Index Comparisions 


Sources: Department of Commerce; Federal Reserve; Rubber 
Manufacturers Association; American Railway Car Insitute 
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industries making raw materials. By the same token, 
those industries which continued to produce their usual 
lines would normally show less increase in volume of 
output in relation to their consumption of raw materials. 


THE POSTWAR SITUATION 


Now that industry generally is returning to peace- 
time production, it would appear that the basic reason 
for the divergence of these two major components of 
the index has largely disappeared, or soon will largely 
disappear. A priori, the course of production in indus- 
tries for which direct production data are available 
should broadly parallel the curve of output in industries 
for which production data must be measured by the 
man-hour technique. Chart 1 and the table reveal an 
apparent tendency of the indexes of these two divisions 
of the Federal Reserve series to become roughly 
parallel, and perhaps to assume positions approximately 
the same in relation to the base period. 

The degree in which the components of the man-hour 
series seem to conform to other more or less related 
series is shown in Chart 2 for automobiles, machinery, 
chemical products, rubber products and transportation 
equipment. It must be noted, however, that the series 
are not strictly comparable. For example, the shipments 
figures of the Department of Commerce are based on 
value, while the Federal Reserve indexes are designed to 
reflect physical volume of production. Estimated pro- 
duction of automotive pneumatic casings and freight 
car shipments represent only a part of the industries 
covered by corresponding Federal Reserve index com- 
ponents. Despite all this, however, the tendency of 
these independent but related series to confirm the gen- 
eral trend of the Federal Reserve index components is 
probably not without significance. 


FREDERICK W. JONES 
Anita R. Korritson 
Division of Business Economics 


Business Book Shelf 


Full Production Requires Scientific Distribution. By 
James Alfred Thorson. Chicago 6: Inland Press. $3.50. 


The author points out the necessity of having an effi- 
cient distributive system for marketing the output of 
our increased productive facilities and maintaining 
maximum employment. He believes that efficient 
sales management can aid in bringing this about and 
offers a plan for more efficient sales management. The 
plan can be adapted to a sales territory of any size 
and is a practical method of laying out, administering 
and operating it. The author bases his plan on what 
he considers five major mechanical factors—“people, 
places, time, travel and product.” 

Accompanying the text material are a number of 
forms, charts and maps. A.E.R. 


THE CONFERENCE BOARD 


June, 1946 


226 


Tax Implications of Security Transactions 


ANY investors today are more interested in long- 
term capital appreciations in the value of their 
securities, which are taxable at a maximum rate of 25%, 
than they are in interest and dividends, which together 
with their other income are taxable at a maximum rate 
of 86.45%. A proper understanding of the tax conse- 
quences of these transactions is, however, essential for 
the realization of the maximum of gains and the mini- 
mum of losses. Taxwise, security transactions are 
largely in the realm of capital assets. They embrace the 
following simplified concepts. An actual security, not 
necessarily one registered on a stock exchange, must be 
involved. Its holding period must be measurable. 
Capital assets are taxed on a short-term basis if held 
for six months or less, or on a preferential long-term 
basis if held for more than six months. An actual or 
statutory sale or exchange of this asset must have been 
executed. The liquidation of a corporation and stock 
becoming worthless are two instances of a statutory 
sale or exchange. The difference in value, yielding a 
capital gain or capital loss, must be correctly established. 


MECHANICS OF GAINS AND LOSSES 


To determine the tax implications of security trans- 
actions, the following must be considered: (1) only 
50% of long-term capital gains and losses is taken into 
account for tax purposes; (2) the entire net amount of 
any short-term gains or losses is combined with this 
sum to arrive at net capital gain or loss. T his amount 
is applied to reduce a maximum of $1,000 of current 
ordinary income. Then the unused net capital loss may 
be carried over to reduce the net capital gain and a 
maximum of $1,000 of ordinary income in each of the 
succeeding five years. Thus, net capital gain can be 
reduced by previous years’ unused net capital losses. 
The latter can reduce this year’s income by a maximum 
of $1,000 even if there is no current net capital gain. 
The carry-overs are applicable in the order in which 
they arose. Unused balances, after their respective 
five-year periods, are abandoned. 

The tax rate on net long-term capital gains, where 
they exceed net short-term capital losses, may not be 
in excess of 25%, in accordance with the alternative 
rather than the regular method of computation. This 
rate is not reached until surtax net income including 
the net long-term capital gains exceeds $18,000. This 
restrictive maximum rate of 25% does not apply when 
the net short-term gains exceed net long-term losses. 

The mechanics of computing the alternative tax are 
as follows: (1) compute the tax on ordinary income, 
excluding net capital gains; (2) add to this tax 50% of 


the net long-term capital gains which, of course, have 
already been reduced 50%. ‘This yields an effective 
rate of a maximum 25%. 

The following example contrasts the regular and al- 
ternative methods of computing an individual’s capital 
gains and other taxes. Since the regular method yields 
the lower tax, it is the more beneficial procedure to 
follow. 

It is a common misconception that all long-term 
capital gains for individuals are subject to a 25% tax 
rate. In fact, this is the maximum rate to which they are 
subject. A tax rate of less than 25% occurs where the 
top surtax bracket is less than 50%. A married man 
with no dependents, earning a salary of $6,000 in 1945, 
would have paid an additional tax of only $145 if his 
earnings were supplemented by a long-term gain of 
$1,000. In 1946, an investor with ordinary income of 
$5,000, after personal exemptions, can employ the regu- 
lar income-tax rates on long-term gains up to $67,324 
before the alternative effective rate of 25% applies. 
Last year, the 25% rate applied at $45,066. 

Since most security transactions are conducted by 
noncorporate taxpayers, particularly individuals, con- 
sideration is primarily given to their interests. The 
corporate taxpayer must take his full long-term capital 
losses and capital gains into account. Accordingly, the 
maximum effective tax rate on net long-term gains for 
corporations is 25%, the same as for other taxpayers. 
However, a corporation computes its tax obligation dif- 
ferently. It applies no percentages to its long-term 
capital gains or losses, and its tax is limited to 25% of 
the full gain. It cannot use any excess of losses over 
gains to reduce ordinary income, as in the case of the 
noncorporate taxpayer, who can reduce ordinary in- 
come up to a maximum of $1,000. Both individuals and 
corporations may carry over their unused capital losses 
to the five following years. But the capital losses carried 
forward by a corporation can only be used to reduce 
future capital gains, while an individual may also offset 
$1,000 against ordinary income in each of these years. 


KIND OF TAXPAYER 


The capital gain or loss provisions apply only to 
traders and investors. Profits accruing to dealers who 
sell stock in their regular course of business constitute 
ordinary taxable income.’ A dealer has been defined as 
a merchant in securities,2 who primarily sells to cus- 
tomers in the ordinary course of business. The primary 


1Section 117 (a) of the Internal Revenue Code. 

*Regulations 111, Section 29.22 (c)-5. O. L. Burnett, 40 BTA 605, 
modified 118 F (2d) 659; W. H. Wilson, TC Memo Dec., 1941; 
Stevens, 78 F (2d) 713; Vaughan, 85 F (2d) 497. 
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criteria establishing such a status are the keeping of an 
inventory of securities on hand, and the intent and con- 
duct not to make a speculative but a marketing profit. 
Security specialists and underwriters are clearly in this 
category. Those who are not dealers are traders or 
investors, and as such enjoy a preferential tax status. 
An investor is the casual owner of securities. Most 
taxpayers are in this category. They want dividend or 
interest income and capital gains, preferably of the 
long-term variety, from the sale or exchange of appre- 
ciated values in securities. A trader, like the owner of 
a seat on the Stock Exchange, devotes more time to the 
buying and selling of securities and does not treat di- 
rectly with customers. A dealer may, in isolated trans- 
actions, also act as a trader and be taxed on a long-term 
capital gains basis as well. This dual status would be 
hazardous, however, if such a taxpayer did not main- 
tain scrupulous segregation of these securities and 
funds.1_ The fundamental difference between a trader 
and an investor, tax-wise, is that a noncorporate trader 
is exempt from the “wash sale” rule. A corporation 
must be a dealer not to be subject to it. 


SOURCES OF CAPITAL GAINS 


The essence of the tax saving in capital gains lies in 
the requirement for a holding or possession period of 
more than six months’ duration to qualify as a long- 
term capital gain. Purchasing ordinarily begins a hold- 
ing period. A sale with a gain or loss usually terminates 
it. The less common forms of closing transactions are 
the ones that give rise to many tax problems. 


Purchase 


The general rule in the purchase of securities is that 
a transaction-is considered closed when the contract for 
the sale of securities is executed, although actual de- 
livery and payment may be made at a later date.? One 
exception to this rule relates to year-end gains realized 
by cash-basis taxpayers. Where a contract to sell secu- 
rities is entered into on December $1, and delivery 
of the stock is not made until early in the next year, 
the loss resulting from the sale is treated as a loss for 
the earlier year. However, where a gain arises from 
a year-end sale, the gain is taxable only in the year in 
which the seller actually or constructively received pay- 
ment. By contrast, an accrual basis taxpayer would re- 
port capital gains from the sale of securities in the year 
in which the contract was executed and not in the year 
of payment and delivery.’ In a cash transaction, the 
length of time a security is held is determined by exclud- 
ing the day of acquisition and including the day of 
disposal.® 

Securities Allied Corp. v. Com’r, 95 F (2d) 384; Farr et al, 44 BTA 
683; Fried, 299 US 175. 

*Section 118. The “wash sale” rule is explained on page 228. 

SIT $705, IRB 1945-1. 

‘Ruml, (CCA-2, 1936), 88 F (2d) 257, reversing 31 BTA 534; 
GCM 21503, 1939-2 CB 205. 


SIT 3485, 1941-1 CB 240; Taylor et al, 48 BTA 563. 
‘Harriet M. Hooper, 26 BTA 758; IT 3287, 1939-1 CB 138. 


Gift and Inheritance 


Securities may also be acquired by gift or inheritance. 
In the case of gifts, the holding period of the securities, 
as a rule, starts from the date they were acquired by the 
donor and not from the date they were transferred to 
the donee, where there is a subsequent capital gain. In 


the case of a subsequent loss, however, the date of the 


gift governs the beginning of the holding period, if the 
fair market value of the securities at that time was less 
than at the date the donor acquired them. The value 
basis of this property to the donee follows the same 
principles. 

On the other hand, securities acquired by bequest or 
inheritance are ordinarily valued as of the date of the 
decedent’s death and treated as if they were held by 
the beneficiary from the same date. The executor may, 
however, elect to value the property one year later for 
federal estate-tax purposes. By parallel reasoning with 
other branches of the tax law of capital gains, the bene- 
ficiary’s holding period should also commence on this 
latter date.’ However, since the statute provides only 
for exceptional valuation treatment, in accordance with 
the rules of statutory construction, the date of death 
still controls for the purpose of determining the date for 
the commencement of the holding period. This moot 
point awaits solution by the courts, or the Treasury. 


Partnerships 


Securities distributed to partners in connection with 
the dissolution of a partnership retain the acquisition 
date that they had while they were owned by the part- 
nership—that is, the date they were purchased by the 
partnership, or by one of the partners for contribution 
to the partnership. 

Where a partnership possesses securities of varied 
appreciated and depreciated values, appreciated securi- 
ties, distributed in kind to the individual partners, will 
upon subsequent sale result in a lower tax than if the 
partnership sold them. No profit or loss will accrue to 
the partnership. This is so because the statute and the 
Treasury rulings provide that such distributed property 
is valued not at the basis acquired by the partnership, 
but as a proportionate part of the partners’ interest 
which is equal to the ratio of the value of the distributed 
property to the total value of the partnership property 
as of the date of distribution. This has the effect of in- 
creasing the value basis of the securities before their sale. 

Conversely, the bases of the other partnership prop- 
erty can be correspondingly reduced if a sale of depre- 
ciated securities is contemplated. Their sale by the 
partnership would yield a capital loss, whereas such per- 
formance by the individual partners might result in 
capital gains.’ 

Section 117 (h)(2); IT 3453, 1941-1 CB 254; Curtis, 101 F (2d) 40; 
Section 113 (a)(2). 


*Section 113 (a)(5); McFeely et al, 296 US 102; Empire Trust Co., 
108 F (2d) 430. 


°GCM 20251, 1938-2 CB 169; Section 113 (a)(13). 
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Securities obtained through tax-free corporate reor- 
ganizations are considered to have been acquired at the 
time the original stock was secured. In the case of cor- 
porate reorganizations which are not tax free, the hold- 
ing period of the new stock generally dates from the 
time of the reorganization.’ 

The acquisition of securities by a corporation in con- 
nection with a corporate, tax-free reorganization neces- 
sitates the use of the transferrer’s basis, Contrariwise, 
they adopt a new basis in a taxable reorganization.” 


STOCK DIVIDENDS AND RIGHTS 


The beginning of the holding period of stock dividends 
depends upon whether they were tax free when issued. 
If they were tax free, they are considered to have been 
held since the date when the original stock was acquired. 
If they were taxable, their holding periods would com- 
mence with the receipt of the stock dividends. The hold- 
ing period for stock rights, acquired by purchase, dates 
back to the time the rights were acquired by the original 
purchaser if the basis of the rights were part of the 
original securities.° When stock rights are exercised, the 
holding period of the new stock starts from that date, 
whether or not income was realized when the rights 
were received.* 

Rules governing the basis for determining capital 
gain or loss on the old and new stock, where stock divi- 
dends or rights to subscribe to stock were received, are 
as follows: In the case of nontaxable stock dividends, 
the value of each share of old and new stock of the same 
class is the total cost of the old shares divided by the 
total number of old and new ones.° Similarly, in the 
case of nontaxable stock rights, the value of the old 
stock must be reallocated between the old stock and the 
rights.° On the other hand, taxable stock dividends or 
rights constitute income when received, measured by 
their fair market value at the time, and such fair market 
value is the basis for determining gain or loss on a 
subsequent sale.’ 


WASH SALES 


A wash sale is a security transaction at a loss which 
is disallowed taxwise if the seller purchases substantially 
‘dentical securities within thirty days before or after the 
sale. Ownership of similar stock purchased more than 
thirty days before the sale does not make a later trans- 
action a wash sale. The phrase “substantially identical” 
has proved very confusing. It is still difficult to foretell 
with certainty which will be so considered by the courts 
and the Treasury.® 

Sections 117 (h), 118 (a)(7); National Bank of Commerce of 
Seattle, 40 BTA 72, affirmed (CCA-9); Roosevelt Investment Corp., 
45 BTA 440. 

2Rdwards, 10 BTA 39; Prescott et al, 76 F (2d) 3. 

%Section 117 (h)(5). 

‘Section 117 (h)(5)(6). 

Regulations 111, Section 29.113 (a)(19)-1. 

‘Regulations 111, Section 29.22 (a)-8. 

James H. Torrens, $1 BTA 787, certiorari denied (CCA-2). 

®Marie Hanlin et al, 108 F (2d) 429; Marjorie K. Campbell, 39 BTA 
921; Margaret E. Kidder, 30 BTA 59; IT 2778, 1934-1 CB 79; Sec- 
tions 118 (a)(10), 118 (a)(b)(e); Frick, 29 AFTR 1298. 
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Taxation of Capital Gains 
ae 
Regular Method! 
1, Ordinary net income.......- +... seer eee eres $18,000.00 
2. Long-term gains ($10,000 at 50%) $5,000.00 
3. Long-term losses ($6,000 at 50%) 3,000.00 
4, Net long-term gains........-..++++++005- $2,000.00 
5. Short-term losses ($5,000 at 100%) $5,000.00 
6. Short-term gains ($4,000at100%) 4,000.00 
7. Net short-term losses.......:.:seseseeee0 $1,000.00 
8. Net capital gains (Item 4 minus tem.) sec settee % 1,000.00 
9. Taxable net income..........-seer eect e ere e recess 19,000.00 
10. Less exemption...........--eseeeeeeetee erence eee 1,000.00 
11. Balance subject to normal tax and surtax.......----- $18,000.00 
12. Normal tax (3% of Item 11).......----+++-ssee020> 540.00 
13. Surtax on Item 11.........-. eee eee eee eres 5,660.00 
14. Tentative normal tax and surtax......-.---+++--++> $% 6,200.00 
V5. Minus BGs ee tejeyeis odes essiowevanes mnie) cre mael ios oer 310.00 
16. Total tax, regular method.........---.++-+++-+++ $ 5,890.00 
Alternative Method! 
17. Ordinary net income........+++-+0+eeeer serene $18,000.00 
18. Less exemption..........--seeseeeereer esr eeres ses 1,000.00 
19. Balance subject to normal tax and surtax.........--- $17,000.00 
20. Normal tax (3% of Item 19).......-.----+-+-s+500" 510.00 
21, Surtax on Item 19.......... 200 eee reece eee 5,190.00 
22, Tentative normal tax and surtax.......-.-+-++-+++> $ 5,700.00 
23° Minis 5%, toss te eae ee seer t ee 285.00 
QA. Partial tax. vs s.ele dete elected -ielaieto es eee reues= ene siete $ 5,415.00 
95. Plus: 50% of Item 8.......------0seee reer eee 500.00 
96. Total tax, alternative method: £6.)..8eee. teres % 5,915.00 


1Married man, no dependents, incomeless wife, in 1946, joint return. 


The holding period of the repurchased securities 
causing the disallowed loss includes the holding period 
of the earlier securities sold.! Thus a disallowed short- 
term wash sale might possibly convert a short-term 
holding period into a long-term one. Moreover, the tax 
denial of wash sales does not apply to any dealers in 
securities or to noncorporate traders. Corporate traders 
are, however, subject to the wash-sale rule.” 

To compute the gain or loss resulting from the final 
sale, the original value-basis has to be adjusted. This 
is done by increasing or decreasing, as the case may be, 
the original cost by the difference between the price at 
which the wash sale was made and the repurchase price.’ 


SHORT STOCK SALE 


A short stock sale is consummated by delivery of 
stock which the short seller purchases. Capital gain or 
loss does not arise until this has been effected. If stock 
is purchased to cover the short sale, the gain or loss 
would be short term, because the purchased stock would 
have been held a maximum of a few days. If securities 
owned for more than six months are used to cover the 
sale, the gain or loss would be long term.‘ The gain on @ 
short sale is determined when the amount of stock sold 
short is purchased to return to the lender or to deliver 
to the buyer, at which time the transaction is closed.® 

Wection 117 (h)(4). 

*Regulations 111, Section 29.118-1 (a); Donander Co., 29 BTA 812. 

3GCM 1210, VI-2 CB 60; IT 2443, VII-2 CB 127. 

‘Regulations 111, Section 29.117-6; Provost, 269 US 443; IT 2795, 


XIIL-2 CB 77; Griffin, 45 BTA 588. 
6S. 1179, I CB 60. 
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PUTS AND CALLS 


The purchase of a put gives the buyer the right to sell 
to the seller at a certain price a specified number of a 
designated stock within a required period of time. Its 
effect is obviously to limit the loss to the buyer. In a 
rising market the put will not be exercised whch results 
in a short-term loss! 

The purchase of a call gives the buyer the right to 
order the seller to sell to him at a certain price a pre- 
scribed number of a specific stock within a given period 
of time. Naturally, if the market price of the stock rises 
above the call price, the buyer of the call exercises it. 
Capital gain or loss is not realized at this stage of the 
transaction. The amount paid for the call is merely 
added to the cost of the stock. Gain or loss is realized 
later when the stock is sold. Should the market price 
of the stock decline, the buyer of the call does not exer- 
cise it and sustains a short-term capital loss. 


IDENTIFICATION OF STOCK | 


The identification of securities under some circum- 
stances is significant for tax purposes. In a block of 
stock purchased at various prices and dates, for ex- 
ample, an individual transaction involving a short-term 
loss or a long-term capital gain can be identified only 
if the stock can be accurately selected. Otherwise, the 
Treasury holds that the “first-in-first-out” principle 
applies, which means that the stock sold will be treated 

_ as if it were the earliest stock acquired by the seller,’ 
which may be to his or the Treasury’s advantage. 

Identification can be readily effected if the securities 
being sold are registered in the seller’s own name, and 
delivery is made of certificates purchased earlier at a 
specific date and place. If the securities are held in a 
margin account and registered in “street” names, for 
example, identification requirements are met if the seller 
instructs his broker to sell stock acquired on a specific 
date and at a particular price.? The certificates actually 
delivered by the broker are, however, controlling, irre- 
spective of the seller’s intent. ' 

In a tax-free corporate reorganization or recapitaliza- 
tion, however, the first-in-first-out and the identifica- 
tion rules are not operative, but another rule, the aver- 
age cost, is generally applicable. This means that the 
new securities adopt the pro rata cost basis of the older 
stock with the result that the new shares are equal in 
value.‘ More recently, however, taxpayers have been 
able in reorganizations to invoke the identification 
rule with success, by comparing ascending serial 
numbers.® 


Section 117 (g)(2); IT 2858; IT 3681. 
*Regulation 111, Section 29.22 (a)-B. 


*Rankin, 295 US 128; Smith, 102 F (2d) 456; Davidson, 305 US 44; 
Creech et al, 46 BTA 93; Snyder, 295 US 134. 


‘Arrott, 136 F (2d) 449; Von Gunten, 76 F (2d) 670; Terhune 
et al., 40 BTA 750. 


‘Bloch, 148 F (2d) 452; Franklin, $7 BTA 471. 
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REDEMPTION OF STOCK 


If a corporation cancels or redeems its stock in a man- 
ner essentially equivalent to the distribution of a tax- 
able dividend, the amount so distributed under Sec- 
tion 115 (g) shall'be treated as a taxable dividend to 
the extent of the accumulated earnings and profits. 

This principle by judicial interpretation came to 
mean, as pronounced in the Cordingley case of the First 
Circuit of Appeals, that retirements of stock ‘“‘made in 
pursuance of a plan formed at the time when the stock 
was originally issued, or as a cloak for the distribution 
of earnings” were subject to Section 115 (g).! The Sec- 
ond Circuit had subscribed until recently to the more 
liberal view that “if the redeemed shares have been 
issued bona fide, Section 115 (g) . . . never applies.’ 

The most recent development with Section 115 (g) 
cancellations and redemptions of stock has been its 
extension to embrace tax-free corporate reorganizations. 
Though a reorganization rather than a repurchase of 
corporate stock was involved, in the recent Kirchen- 
baum case, the Second Circuit renounced its earlier view 
and held that a transaction in which a corporation pur- 
chased from its stockholders stock, some of whith rep- 
resented capitalization of earnings, is a redemption of 
such shares as to make it essentially equivalent to a dis- 
tribution of a dividend.? Very shortly thereafter, the 
Third Circuit also held in purported tax-free reorganiza- 
tions that, in the absence of a genuine business motive, 
the distribution of debenture bonds and common stock 
in redemption of old common stock was a taxable divi- 
dend, even though the surplus account remained 
unimpaired.‘ 


SALE OF TREASURY STOCK 


The original issue of stock by a corporation is for the 
purpose of raising operating capital, and, as such, the 
corporation realizes no taxable gain regardless of the 
variation between the sales price and par value. If the 
corporation, however, reacquires stock which it once 
sold, and resells it, capital gain or loss results if it trades 
in it as it would in any other stock. Sales of treasury 
stock to employees, for example, have been ruled to 
yield capital gains because the corporation is dealing in 
its own shares as it might in those of another even 
though by so doing, the employees’ interest in the busi- 
ness might be enhanced.® 

The practice of many corporations of selling stock 


1First Circuit, Cordingley, 78 F (2d) 118. 

Fourth Circuit, Hill, 66 F (2d) 45. 

Fifth Circuit, Adler, 77 F (2d) 733. 

Sixth Circuit, Champion, 78 F (2d) 518. 

Seventh Circuit, Babson, 70 F (2d) $04. 

*Patty, 98 F (2d) 717. 

’Kirchenbaum, US (CCA-2), Nos. 19902-19908, April 8, 1946, fol- 
lowing Estate of Bedford, 144 F (2d) 272. 

‘Bazley, US (CCA-3), No. 8947, April 16, 1946; Adams, US 
(CCA-8), No. 9069, April 16, 1946. 

5Regulations 111, Section 29.22 (a) 15; Edison Brothers Stores, 
Inc., 183 F (2d) 575; Air Reduction Company, 1380 F (2d) 145; 
Aviation Capital, Inc., 148 F (2d) 165. 
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options to employees either as additional compensation 
or as an incentive to greater productivity or loyalty has 
raised another question. Section 29.22 (a)(1) of Regu- 
lations 111 states that property transferred by an em- 
ployer to an employee at substantially less than its fair 
market value is to be regarded as compensation, and 
that the difference between its fair market value and 
the amount paid must be included by the employee in 
his gross income “‘to the extent that such difference is 
in the nature of compensation.” But how does one dis- 
tinguish between stock options transferred to employees 
as compensation, and those transferred as gifts, 7. e., as 
incentives to greater effort and loyalty ? Even when this 
question is solved, the problem of determining the year 
in which the option is taxable still remains. In the 
Geeseman! and Adams? cases the taxpayers’ conten- 
tions that they were gifts prevailed. In conflict with 
this line of cases are those in which stock options were 
held to be compensatory in nature as of the date when 
the employee purchased the stock, illustrated by the 
Haberman,’ Epsen,* and Connolly® cases. 

This controversy was partly decided in the recent 
John H. Smith® case in which it was held that a stock 
option admittedly given to an employee for past serv- 
ices results in taxable income in the year in which the 
stock was received, and is measured by the difference 
between the fair market value of the stock when re- 
ceived and the option price. The question as to whether 
an incentive stock option is still allowable and is taxable 
remains unanswered. Even the question as to when the 
recognizable income occurred remains unanswered for 
all cases but its own. Is it when the option is given, or 
when the option is exercised, or when the stock is 
received ? 

As a result of the Smith case, the Treasury issued 
TD 5507 and IT 3795 on April 12, 1946. It provided 
that executed stock options and the delivery of stock by 
an employer to an employee for less than fair market 
value, on options granted subsequent to February 26, 
1945, are in the nature of compensation. They are in- 
includible in gross income for employees, with a corre- 
sponding deduction to the employer for the compensa- 
tion paid, both measured by both the difference between 
the amount paid and the fair market value. In comput- 
ing capital gains or losses from the subsequent sale of 
such securities, their bases shall be the market value at 
the time of purchase, and not the actual amount paid 
by the employee. 

On options granted prior to February 26, 1945, no in- 
come will ordinarily result to the employee provided 
that on or before July 1, 1946, the employee receiving 
the option and the employer file in duplicate with the 
Commissioner written consent as to the tax basis of the 
option, its nondeductibility by the employer, and the 


198 BTA 258. 

*39 BTA 387. 

331 BTA 75, affirmed 79 F (2d) 995. 

444 BTA 322. 

5445 BTA $74, affirmed 135 F (2d) 64. 

6394 US 177, certiorari denied 324 US 695 (1945). 


Security Prices and Volume of Sales 
Sources: Standard and Poor’s; New York Stock Exchange 


MONTHLY AVERAGE MONTHLY 


SECURITY PRICES 
1935-1939 =100 


400 


20 RAILROADS APB 
F156 
LF --* 128 


ie, re = wy: T ES 
srk gH fc pe 
0 


VOLUME OF SALES 
80 /\ MILLIONS OF SHARES 


0 
1919 "22 ‘25 °28 "31 °34 ‘37 “40 "43 “46 1945 1946 


promise of indemnification to the Commissioner if a 
claim for refund or credit is ever made. 


LOSSES BETWEEN RELATED PARTIES 


Losses from the sale or exchange of securities are dis- 
allowed! if the transactions take place directly or in- 
directly between taxpayers, whether or not the negotia- 
tions are bona fide, who bear the following relationships: 


1. Members of the same family; 

9. An individual and a corporation, if more than 50Z of 
the value of its stock is owned directly or indirectly, by or 
for the individual, except in liquidation of the corporation; 

3. Two corporations, more than 50% of each of whose 
stock is owned, directly or indirectly, by or for the same 
individual if either was a domestic or foreign personal hold- 
ing company during the preceding year, except in liquid- 
ation of the corporation; 

4. A grantor and trustee of any trust; 

5. Trustees of two trusts created by the same grantor; 
and 

6. The trustee and beneficiary of the same trust. 


By contrast, while losses between those in the speci- 
fied groups are disallowed, gains are recognized. While 
the seller’s loss is disallowed taxwise, the purchaser’s 
and not the seller’s basis prevails in subsequent trans- 
actions. If securities are sold at a loss on the stock ex- 
change in the regular course of business through a stock 
broker and are purchased by a relative, the court deci- 
sions hold that such transactions are not between pro- 
hibited parties because they are in the nature of trans- 
actions between unknown sellers and buyers.” 


Section 24 (b). = 
Tckelheimer, 182 F (2d) 660; John P. MeWilliams, 5 TC No. 73. 
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WORTHLESS STOCK 


The controversies with the Treasury concerning 
worthless stock arise not so much over whether the 
stock is actually worthless, but as to when it became 
worthless.! Partial worthlessness is not deductible un- 
less the security is sold. Completely worthless stock 
constitutes a capital loss as of the last day of the taxable 
year to determine whether it is long or short term. The 
practical disappearance of value of stock in itself is not 
determinative of the year in which the loss occurred. 
It must be fixed by an identifiable event; it must be 
sustained during the suggested tax period; and it must 
be substantiated by completed transactions. The filing 
of a petition in bankruptcy or receivership does not nec- 
essarily provide such an event, although if it is accom- 
panied by evidence that a corporate reorganization, or a 
distribution of assets is unlikely, it has been accepted.’ 
Abandonment is usually good proof. The loss deduc- 
tion for worthless securities must be taken in the year 
when the securities actually became so, and not in a 
subsequent year when the securities were sold for a 
nominal sum. The injustices that might follow the dis- 
allowance for worthlessness in a year selected by the 
taxpayer have resulted in a special provision for a 
seven-year instead of a three-year statute of limitations 
in these cases, during which period tax adjustments 
may be made.’ 

Worthless stock rights, which were originally pur- 
chased, are accorded the same tax treatment as worth- 
less stock. Stock rights which were acquired as a result 
of stock ownership, however, do not yield a capital loss 
when they become worthless because they did not give 
rise to income on their receipt.’ 

Worthless corporate bonds, debentures, and other 
obligations are subject to the same tax treatment as 
worthless stock, except for bonds owned by banks, and 
securities of affiliated corporations and of foreign coun- 
tries, which are deductible as bad debts.5 However, 
since bonds constitute prior claims to corporate assets, 
it is frequently more difficult to establish their complete 
worthlessness, or to determine the date of the effective 
loss, than in the case of shares. Partial losses in the 
value of bonds, as reflected in reduced market values, 
as in the case of shares, are not deductible unless real- 
ized. Such partial bond losses can be realized only as a 
result of sales or exchanges. 


INTEREST AND DIVIDENDS 


Interest in arrears on a bond that is purchased 
“flat” is a return of capital, when collected, and is not 
ordinary income. The collection of the interest in 


ISection 23 (g)(2)(4); Section 127. 

*Horning et al., 35 BTA 897; Kirby et al., 22 AFTR 643; Davis, 
6 BTA 1267. 

Section $22 (b)(5). 

4Sidney Z. Mitchell, 48 F (2d) 697; St. Louis Union Trust Co. et al, 
30 BTA 370. 

'Section 28 (k)(2). 

*Holton, R. O. & Co., 44 BTA 205; IT 3689, 1944 CB 65. 
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arrears reduces the value of the bonds. On the other 
hand, the excess of interest in arrears, when paid, over 
the cost basis of the bonds is deemed to be ordinary 
income.’ In defaulted tax-exempt bonds, however, the 
collected interest arrears reduce the value, even though 
the interest itself would have been tax free.? 

Similar tax questions have arisen in connection with 
dividend arrears of preferred stock. It has been ruled 
that when preferred stock is being redeemed at a fixed 
price plus accumulated dividends, the entire amount 
constitutes one capital transaction. Thus, the dividend 
arrears are transmuted into a capital asset. However, if 
a dividend declaration was made prior to redemption, 
the payment of arrears would constitute dividend in- 
come.’ On the other hand, if the stock is not being re- 
deemed, dividend arrears when paid are taxable as in- 
come. Of course, stockholders can escape the actual or 
constructive receipt ef dividend income by selling the 
stock before the ex-dividend date, ‘in which event the 
proceeds would reflect the dividends but would never- 
theless be treated as part of the capital asset.‘ 


TAX DEDUCTIONS 


Commissions paid in connection with security trans- 
actions are generally not permitted as ordinary deduct- 
ible expenses. Where the commissions are paid in con- 
nection with the purchase of securities, they are consid- 
ered as part of the total cost; commissions paid to effect 
a sale of securities are deductible from the proceeds of 
the sale. An exception to this general rule occurs in the 
case of dealers, who are permitted to charge off commis- 
sions paid in connection with the sale of securities as 
necessary and ordinary business expenses.° 

Borrowing charges, arising in connection with securi- 
ties borrowed to complete delivery in short-sale trans- 
actions, have also been regarded as deductible expenses 
by some courts. A similar decision has been reached in 
connection with yielded interest on dividends paid to 
the lender.® 


Transfer Taxes 


Federal stamp taxes are no longer deductible as taxes, 
but are deductible as business or nonbusiness expenses, 
depending on the status of the taxpayer.’ Failure to 
segregate the transfer taxes, though relatively small in 
amount, would result in an overpayment in the capital 
gains tax. By segregation, the full deduction of the 
transfer tax is possible. 


J. H. LanpMan 
Division of Business Practices 


1Hale, 85 F (2d) 811. 

2Clyde C. Pierce Corp., 120 F (2d) 206. 

3GCM 5180, 1928-2 CB 110. 

4W. P. Hobby, 2 TC 580; Stanley D. Beard, 4 TC 758. 
5Regulations 111, Section 29.24-2. 

Ortiz, 42 BTA 173. 

7Section 23 (e), inserted by the Revenue Act of 1942. 
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Excerpts from Replies to Survey of 


Business Practices 


(See article on page 221) 


PRIMARY PRODUCTS 
Abrasives and Asbestos: Backlog Normal 


“Our backlog is substantially the same as prewar, and 
shipments are being made at about the rate orders are re- 
ceived.” . . . “While our backlog is higher than normal, our 
operations and demands have increased materially so it is 
not excessive. We have found ‘forward buying’ in a very 
few instances, some of which might be attributed to an- 
ticipated price increases.” 

“The pent-up demand for our products when the coal 
strike is ended, the OPA ended or controlled and other im- 
pediments are removed will require capacity production 
for several months. There is now a reasonable balance be- 
tween demand and supply in our industry.” . . . “Our in- 
dustry as a whole is capable of meeting any and all de- 
mands.” 

“We are somewhat behind our expected production sched- 
ule owing to the difficulties encountered during the last six 
months, and, at the moment, owing to the coal strike.” . . . 
“Our production is lagging because demand is lagging due to 
the impact of strikes. We were slightly ‘in the red’ the first 
quarter of this year.” 


Foundries: Wartime Expansion 


“Our present backlog is greater than normal, but not large 
enough to warrant operating at capacity. New orders are 
equal to our monthly shipments. There is no such thing 
as overordering on the part of our customers as we make 
castings from customers’ patterns.” . . . “Our backlog is 
in excess of normal, with new orders coming in faster than 
shipments are being made.” 

“If we take into consideration our additional facilities the 
backlog is too small and last month we cut into it con- 
siderably.” 

“We expect a permanent balance of demand and supply 
as soon as strikes are behind us. This demand will probably 
be in excess of current demand, but our increased capacity 
will enable us to meet it.” . . . “Our products will reach a 
reasonable balance only after the condition of chaos sur- 
rounding us at the present time is corrected.” 

“We question the amount of pent-up demand for steel 
castings. Even when somewhat normal conditions again 
prevail, our production will not be over 70% to 80% of 
our increased capacity.” . . . “We are not behind on our 
production schedules at all.” 

“We are behind on our production schedule and the lag 
is entirely caused by the almost innumerable strikes and the 
resultant delay in receipt of materials.” . . . “Our produc- 
tion is lagging to some extent, but if we were relieved of 
controls and regulations, with no threat of impending 
strikes, the picture would change considerably.” 


Nonferrous Metals: Ordering from Several Sources 


“Qur present backlog is approximately seven times normal. 
New orders are being received much faster than shipments 
are being made and this situation will not change for a few 
months. We suspect that many of our customers are order- 
ing their requirements from more than one source.” 


“Our present backlog is approximately three times greater 
than in 1939. New orders are approximately equal to ship- 
ments.” . . . “Any time we want to put orders on the 
books, we simply advise our trade, strictly allocating our 
production.” ; 

“Demand for our product depends upon demand for resi- 
dential building, which will not be satisfied for several years. 
We do expect, however, a reasonable balance between supply 
and demand within one year.” . . . “We have reached a 
reasonable balance between demand and supply.” 

“We are behind on our production schedule owing pri- 
marily to insufficient and inefficient labor and the impossi- 
bility of securing adequate supplies and materials. Ever 
since V-J day our operations have been unprofitable, largely 
because of the tremendous increase in the cost of our labor 
while the OPA has held our prices to not more than 10% 
above prices prevailing October 1, 1941.” 

“We are behind on our production schedule. Initially this 
was caused by a lack of materials, but at present the time 
it takes to train employees is largely responsible.” 

“With the exception of a short shutdown last November, 
our production is just about keeping pace with incoming 
business.” 


Steel Producers: Some Overordering 


“Qur backlog in bars enables us to run steadily at about 
15% of capacity, and orders are just about balanced with 
shipments. Our strip capacity is taxed to the limit, and the 
backlog is only limited by our willingness to accept orders. 
I suspect that some of these buyers are overordering.” 

“The present backlog is greatly in excess of normal. New 

orders are being received in excess of shipments, and it will 
be many months before shipments will catch up. Under such 
conditions, some buyers are now overordering.” 
‘ “We are booking orders for strip steel only on the basis 
of our ability to produce. We do not believe shipments will 
exceed new orders until late next year, and there is un- 
doubtedly much overordering. In steel strapping, we are 
making prompt shipments from stock.” 

“T would hardly expect supply to exceed demand until 
some time in 1947.” 

“Strip steel, in common with other flat-rolled products, 
will not be produced in sufficient quantity to meet demand 
until late in 1947.” 

“Our production schedule would be up to date were it not 
for the steel strike and now the coal strike.” . . . “Produc- 
tion of strip steel is lagging, owing to strikes. There is no 
lag in the production of steel strapping.” 

“We are about 20% off in our production schedule owing 
to the slowdown of labor.” 

“We are ahead by perhaps 15% in our produ¢tion sched- 
ule, as our plant did not participate in the steel strike.” 


METAL MANUFACTURES 


Automotive Equipment: Production Retarded 


“Strikes, shortages of materials, and other hindrances 
prevent our reaching even 50% of normal shipments and 
the situation looks worse rather than better for the imme- 
diate future. 
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“The present backlog is nearly 200% of our sales in 
1941.” 

“Shipments will start to exceed new orders when all 
strikes are settled and the steel mills are again producing.” 

“We expect a reasonable balance to be restored between 
demand and supply when production is flowing at normal 
rates. 

“Production is way behind our forecast owing to strikes 
in suppliers’ plants, and in customers’ plants, and shortages 
of steels, malleable iron and steel forgings. There was no 
possibility of making a profit in the first quarter of this 
fiscal year.” 

“We are definitely behind schedule and the major cause 
is lack of materials.” . . . “We are behind on our production 
schedule owing to the extent to which labor has been dis- 
turbed by the new national wage scale, strikes, OPA restric- 
tions, etc.” 


Electrical Equipment: Backlogs High 


“Our backlog is at least double normal. New orders are 
still coming in faster than shipments are being made, and 
this situation will continue until our industry gets back 
into production. There are indications of overordering and 
pyramiding of orders by customers.” 

“Our backlog is about 400% above normal. Unfortu- 
nately, most of this business was taken before we received 
any price relief from the OPA, and for the most part is 
unprofitable. We do not expect shipments to exceed the 
receipt of new orders for a couple of years.” 

“Our plant is on strike.” 

“The present backlog is in excess of any backlog during 
any prewar period. New orders are being received much 
faster than shipments are being made. The ratio is approx!- 
mately 24% to 1. Unless an unexpected recession occurs, 
shipments will not approach receipt of new orders until late 
in 1949. We have no evidence of overordering.” 

“Our present backlog is about three to five times that of 
a similar period prior to the war. New orders are being re- 
ceived more than twice as fast as shipments are being made, 
Since our product is ordered for specific installations, we do 
not notice any tendency toward overordering.” 

“We are allocating what we can make. There is a great 
deal of overordering by customers, particularly at the manu- 
facturing level.” . . . “Our present backlog is comparable 
with, and possibly considerably greater than, the normal 
prewar level. New orders are being received on approxi- 
mately the same basis as shipments are being made.” 

“It is practically impossible to estimate the pent-up de- 
mand for our products. However, there should be a reason- 
able balance between demand and supply within six months 
after the industry gets back to work.” 

“Several years will be required to meet pent-up demand 
if reasonably normal economic conditions prevail.” . . . 
“It would take 125% of capacity production to meet the 
pent-up demand for our products. It will probably be three 
to six months before supply and demand strike a reasonable 
balance.” 

“We are behind schedule because of miscellaneous ma- 
terial shortages and the effect of the steel strike, and now the 
coal strike. We have taken substantial operating losses be- 
cause of high costs, interrupted production and restrictive 
ceiling prices.” 

“We are behind on our production schedule owing prin- 
cipally to low productivity per man. Our profit picture for 
the first quarter of this year is bad, owing to increased costs 
of material, increased labor rates and lower production 
efficiency.” 

“Our production schedules are way behind as OPA re- 


strictions are limiting the material our suppliers will ship 
to us. They cannot recover their costs and, as a conse- 
quence, are making few products, and those require rework- 
ing up to almost 50%.” 

“We are ahead on our production schedule despite strikes 
which affect deliveries of raw materials, rail embargoes, 
OPA shutdowns of suppliers, and artificial scarcities created 
by government controls. Returning veterans, of which we 
have an unusually high percentage, have had a stimulating 
effect on our production efficiency.” 


Industrial Machinery: Hampered by Strikes 


“Our present backlog is nearly double that at any time 
during the war, and many times the normal level. We have 
restricted sales to a point where we are making a slight 
gain on our backlog at present.” 

“We expect to be behind in our shipments for some time.” 

“Shipments so far have been trifling. The situation will 
not start to flatten out for three years.” 

“Because of strikes in certain large sources of supply, we 
do not know where we stand for the future.” . . . “Our back- 
log is more than double normal.” . . . “New orders are being 
received faster than shipments are being made. This condi- 
tion prevailed all through 1945, and is continuing so far in 
1946. Deliveries are now getting so far away that some 
of our customers are hesitating to order. We do not find 
any evidence of overordering.” 

“Orders are coming in faster than shipments are going out, 
but we feel that within another month shipments will ex- 
ceed new orders.” 

“We believe that shipments will start to exceed the re- 
ceipt of new orders about the end of 1946.” 

“We have requested dealers to withhold as much as 
possible the sending of any additional orders. We do not 
anticipate that shipments will exceed orders for at least 
another year. There is some evidence of overordering and 
duplication of orders.” . . . “During April, compared with 
shipments, we received orders at a ratio of about five to 
one. 

“Our present backlog is running from three to three and 
a half times our normal prewar level and new orders will 
exceed shipments for at least the next six months. We 
build equipment to order and consequently find little evi- 
dence of overordering.” 

“Our backlog is several times as high as during 1929 when 
our capacity was about two thirds of what it is at present. 
Some of the purchasers of our smaller units are placing 
orders with a number of manufacturers and accepting the 
first delivery and canceling the others.” 

“There is some tendency toward overordering or order 
duplicating. In fact, our own purchasing department is do- 
ing this in some cases, on the theory that they can cancel 
with impunity if conditions require.” 

“Our present backlog is 20% higher than before the war.” 

“Our present backlog is approximately five times the pre- 
war normal. We think that shipments will exceed new orders 
by the end of this year.” 

“We are slowly increasing our working force and adding 
new equipment as we hope to overtake the present un- 
balanced situation during the current year.” . . . “We hope 
in a year or two to restore the balance between supply and 
demand.” . . . “There is enough pent-up demand to per- 
mit us to run at 100% of capacity for three years. After 
that we expect a more reasonable balance between demand 
and supply.” 

“We expect the pent-up demand for our products to con- 
tinue for at least a year unless general business conditions 
cause our customers to defer their expansion and replace- 
ment programs.” . . . “To satisfy pent-up demand for our 
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products would take capacity production for about two 
years.” . - “Jn terms of capacity production, for the 
‘domestic market alone there will probably be a lively de- 
mand for our products for the next four or five years. How- 
ever, a reasonable balance between demand and supply will 
probably be reached within the next two or three years.” 

“Market surveys indicate that the postwar demand for 
our product is equal to the prewar capacity of the industry 
for about eighteen months. Assuming higher postwar pro- 
duction, once difficulties are overcome, we expect supply and 
demand to be in balance in the spring of 1948.” 

“There is at least a three years’ pent-up demand for our 
products. Allowing for normal future demand, we can see 
several years of capacity production, barring cancellations 
which may come as a result of a general change in the eco- 
nomic picture.” 

“Production is lagging mainly owing to shortages of ma- 
terials, constant strikes, general indifference, etc.” 

“Production is behind schedule owing almost entirely to 
a shortage of materials and of trained labor.” . . . “We are 
behind in our schedule primarily because of difficulty in 
securing steel, ironing castings, and ball bearings, as a re- 
sult of strikes in these industries.” 


Machine Tools: New Orders and Shipments Balanced 


“Qur backlog compares favorably with prewar. During 
the first quarter, shipments exceeded bookings, but we expect 
them to level off in the next quarter.” 

“Qur present backlog is about ten times as great as 1938, 
nine times 1939, and about equal to 1940. New orders and 
shipments are pretty close to a balance.” . . . “Our backlog 
is twice as large as normal. New orders are being received 
almost on the basis shipments are being made.” 

“Unfilled orders are at least three times greater than 
prewar. New orders are being received at a rate equal to 
approximately two thirds of shipments.” 

“Qur backlog is somewhat higher than prewar, but dras- 
tically lower than during the war.” 

“Our backlog represents little more than our produc- 
tion for two weeks. Heavy orders were placed in anticipa- 
tion of a price increase effective on orders placed after May 
5. Except for this, we have been reducing our backlog almost 
continually since V-J day, and shipments will soon exceed 
incoming orders.” 

“Our backlog is about 100% higher than prewar.” ... “If 
we are able to accomplish our production objectives, we 
should begin to make a gain on our backlog in about six 
months, but prevailing conditions do not encourage us to 
expect to do so.” 

“We have felt that our industry would be subject to a 
severe decline owing to the number of machine tools owned 
by the government and the immense number delivered dur- 
ing the war. However, neither of these factors has been a 
serious consideration yet.” 

“We expect our own sales and production to be reasonably 
balanced by the last quarter of this year.” . . . “Our cur- 
rent demand is based upon the requirements of customers 
who require new types of machines or whose needs cannot 
be taken care of out of government surplus.” 

“Perhaps for the next two or three years, demand will be 
about 250% higher than the 1936-1939 average. There is a 
reasonable balance right now between demand and supply 
for our product.” . . . “Demand for our products should 
give us comfortable capacity production for some months 
ahead.” . . . “The demand for machine tools will continue 
at a high rate for the next two years.” 

“The lag in our production has been caused by our in- 
ability to obtain satisfactory deliveries.” 


“Qur production is lagging largely because of an insuffi- 
cient supply of skilled workers, plus the great difficulty in 
obtaining materials which we must purchase. Profit has 
been materially curtailed by the OPA—in fact, completely 
destroyed for some sizes of machines.” : 

“Qur profit picture for the first quarter of this year is 
very bad. As a result of an almost complete shutdown for 
one half of the quarter, we suffered a loss which will not 
be overcome until at least the middle of the Vearinulane te 
“We have had a two months’ loss in production as a result 
of a strike, and are presently suffering from lack of ma- 
terials following labor disturbances among our suppliers.” 

“Qur production is not lagging. Our profit picture is 
now satisfactory as a result of a price increase, and even 
more important, as a result of the large demand for our 
products.” 

“We are ahead on our production schedule. The surplus 
of our product in the hands of the government, which we 
expected to be a great handicap, has not caused any trouble 
as a result of an agreement we have with the War Assets 
Corporation to return all of our products for us to handle 
as agents for the government.” 


Office Equipment: Attitude of Labor a Deterrent 


“Qur backlog is from four to six times greater than normal. 
It does not seem probable that shipments will exceed the 
receipt of new orders in the next four months. We have 
found very little evidence of overordering.” 

“We are unable to determine when shipments will exceed 
new orders owing to the unstable conditions todaye sein 
“Qur backlog is approximately double normal. Shipments 
are being made at about the same rate as incoming orders 
are received.” 

“Qur backlog is approximately four times the normal 
peacetime level. New orders are being received faster than 
shipments are being made but, barring a shutdown from 
lack of coal, we expect to catch up in July of this year.” 

“Unfilled orders are about four to five times greater than 
normal, and new orders continue to exceed shipments. Dis- 
counting possible disturbances, we estimate that shipments 
will begin to exceed orders about October, 1946.” 

“Qur normal method of operating is selling from inven- 
tory, while today we have a backlog equivalent to about 
four months’ sales. Orders are being received faster than 
we can produce owing to strikes which have prevented us 
from getting raw materials and parts. There is about 10% 
overordering.” 

“Qur backlog is approximately 40% larger than normal. 
Shipments will start to exceed receipt of new orders when 
and if we receive sufficient raw materials.” 

“Tt would take us at least eighteen months at capacity 
production to catch up with the pent-up demand for our 
products. It will be close to two years before we are able 
to supply our customers with a reasonable inventory.” 

“Unfilled orders on hand are equivalent to seven to nine 
months’ production at our present rate.” . . . “We have 
maintained our wartime productive capacity so that in 
about twelve months we should have restored a reasonable 
balance between demand and supply.” 

“Tt will take at least two years to supply actual defi- 
ciencies in our products.” . . . “Pent-up demand is not in 
excess of our capacity to produce, but lack of raw materials 
and the attitude of labor do not permit this production.” 

“We are behind on our production schedule mainly because 
of lack of material, closely followed by labor trouble. A 
very slight profit was shown in the first quarter of this year, 
but the outlook for the second quarter is not so good.” 

“We are considerably behind on our production sched- 
ules, largely because of the fact that labor does not give 
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evidence of wanting to give a good day’s work for a good 
day’s pay.” 

“Owing to material shortages, labor shurtages, etc., pro- 
duction is not so great as originally hoped for.” . . . “I look 
for a substantial loss in the first quarter unless carry-back 
provisions are used.” 

“Our production has been materially improved by the re- 
turn of experienced veterans and approximately 20% addi- 
tional employment has been achieved since V-J day. Our 
profits for the first quarter were quite satisfactory.” 

“We are ahead of our expected production because we 
underestimated peacetime demand. Such lag as we have 
is owing to strikes in the plants of our parts’ suppliers, and 
the steel, coal and copper strikes.” 


OTHER MANUFACTURES 
Chemicals: Little Overordering 


“We allocate our products to customers and so it is im- 
possible for them to overorder.” . . . “Our present backlog 
is far above normal.” 

“In general, shipments are being made on annual con- 
tracts and on the dates specified in the shipping instruc- 
tions.” . . . “Our industry is still on a quota basis due to 
the shortage of fats, and we see very little prospect of relief 
within a year.” 

“Our basic raw materials are in very short supply, and we 
are operating on a quota basis.” . . . “Our backlog is four 
or five times greater than prewar, and it will be at least well 
into 1947 before shipments exceed new orders. Some of 
our customers have placed orders with several companies 
and will eventually cancel with those who are unable to 
make early shipments.” 

“Our present backlog is about double normal. Our cus- 
tomers are not overordering. We do not expect to be able to 
reduce our backlog before the end of this year and possibly 
not until some time in 1947.” 

“We are maintaining our domestic schedules on almost 
a current basis but export shipments are seriously delayed. 
Except in one or two instances, there does not seem to be 
any overordering.” 

“Pent-up demand for our products is about equal to 15% 
or 20% of our annual capacity. A reasonable balance be- 
tween demand and supply of our products may be attained 
during the last six months of 1946.” . . . “The demand for 
our products would require about twelve to eighteen months 
of capacity production.” . . . “Demand for our products 
is in excess of our capacity production.” 

“With an adequate supply of raw materials, supply and 
demand should balance in three months.” . . . “We are in- 
creasing our manufacturing facilities approximately 50%. 
On the basis of this anticipated capacity, orders now on 
hand will keep us working at capacity for two to three 
years.” 

“Our production would have to be increased at least 
50% over the present rate to meet current demand.” . . . 
“The demand for our products will be equivalent to our ful 
capacity for at least a year.” 

“Our production is lagging because of the coal strike.” . . . 
“Our production lag is due entirely to the scarcity of fats 
and oils. No improvement is in sight. The situation may 
continue well into 1947.” 

“We are substantially behind our scheduled production 
principally because we cannot obtain adequate tonnages 
of some raw materials.” . . . “We are seriously behind in 
our production because of the difficulty in getting new 
equipment into operation and the scarcity of labor necessary 
to maintain production with old equipment.” . . . “Our 
production schedule has been exceeded.” 


Food: Black Market Activities 


“It is impossible to buy enough raw materials to meet 
even the restricted production goal set by the government. 
Price ceilings have completely demoralized our industry. 
Black markets have been rampant and now the government 
itself has gone into the black market.” 

“We allocate our products so there is no backlog.” . .. 
“If government price policies are not changed in the near 
future, shipments will trail receipts of orders until we get a 
depression. There is probably overordering on the part of 
customers in a desire to have some supply available.” . . . 
“It will be six months before shipments can exceed new 
orders.” 

“The country would buy one-third more of our products 
than it is getting at the present time.” . . . “There is no 
pent-up demand for dairy products.” . . . “Demand for our 
products is not capable of being pent up. The meat subsidy 
prevents a reasonable balance between supply and demand. 
The rolled-back ceiling price of our product stimulates de- 
mand and at the same time provides black marketeers with 
a very profitable margin.” 

“To meet pent-up demand, we would have to produce 
at 125% of capacity. Shipments should equal new orders 
in 1947,” 

“Our production is lagging because of black market ac- 
tivities made possible by selling regulations.” . . . “Produc- 
tion in our entire industry is shrinking.” . . . “We had ex- 
pected much better volume than we have been permitted to 
obtain in view of the breakdown of OPA enforcement and 
the consequent black market diversion, especially in cattle.” 
- - - “Our production schedule is lagging owing to a short- 
age of materials and to their high cost.” 


Paper: Limiting Orders 


“We will not accept orders beyond our ability to fill.” ... 
“Our normal prewar backlog was three to four weeks. We 
are now booked for the balance of the year. We are accept- 
ing nothing for shipment during 1947.” 

“The maximum we allow our orders to go is eight weeks 
in advance.” . - “We have arrangements with people 
to whom we sell paper so that our capacity to produce 
and ship are in approximate balance. We find our cus- 
tomers endeavoring to maintain above-normal inventories 
and making commitments substantially in advance because 
of the difficult supply situation.” . . “Our orders are 
taken on an allotment basis and we cannot accept orders 
from any new customers.” . . . “We expect shipments to 
equal orders in about eighteen months.” 

“A reasonable balance would be restored in our industry 
in a matter of months assuming an economic price.” . 34 
“In terms of capacity production, the pent-up demand for 
our products is three years. We do not believe there will 
be a reasonable balance between supply and demand for 
four years.” . - “A reasonable balance between supply 
and demand will, in our opinion, be reached within the next 
twelve months, possibly sooner.” 

“The pent-up demand for our products could be satisfied if 
we operated at 100% of capacity for one year. No balance 
can be restored until raw materials can be furnished.” 

“Our building program has been delayed by strikes; this 
week we were forced to reduce our schedule to five days 
owing to the coal strike, embargoes, etc.” 

“We are behind on our production schedule 15% to 25% 
owing to labor trouble and government laxity. We had plans 
for new buildings, new equipment and major repairs but 
we find our machines just a year older and much more in 
need of repairs and improvement.” . . . “We are not meet- 
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ing our production schedule wholly because of shortages of 
raw material.” 

“Our production is up more than 33% due to the return 
of servicemen, new machinery and longer hours of employ- 
ment.” . . . “We have operated at maximum production 
since the government regulations were lifted.” . . . “At the 
close of April, our production was a little ahead of 1945 
and 1944. If interruptions can be avoided, further gains 
should be made.” . . . “We are ahead on our production 
schedule.” 


Textiles: Production behind Schedule 


“Qur backlog is high and new orders are being received 
faster than shipments are being made. We expect shipments 
to exceed new orders in three to six months.” . . . “As our 
operations are seasonal, we do not have a large backlog. 
We could have more orders if we could fill them.” 

“Our present backlog tremendously exceeds our normal 
prewar level. There is no overordering but it will be some 
time before shipments exceed new orders.” . . . “We are 
not taking any orders now from other than our regular ac- 
counts.” . . . “Our backlog is two to three times as large 
as in normal prewar years. Shipments may just about equal 
new orders in about six months.” 

“Qur normal delivery has been extended to eight weeks 
and is becoming worse, so we have to turn down business. 
We do not believe that this condition is going to change for 
some time.” 

“Tt will take two years at least to restore a normal bal- 
ance between supply and demand.” 

“On certain items we might estimate a pent-up demand 
of from three to six months’ production. A reasonable bal- 
ance between demand and supply cannot occur until ceilings 
are in fairer relation to costs. ‘Then higher prices will cur- 
tail the present uninhibited demand. Another way in which 
demand will be curtailed will be when people can secure 
deliveries of automobiles, etc.” . . . “At the present rate of 
production it will take our industry two years to catch up 
with demand.” 

“We see demand equal to production capacity for at 
least two years ahead.” . . . “We expect a reasonable bal- 
ance to be restored between demand and supply in about 
three to six months.” . . . “The pent-up demand for our 
products will run us about six months longer. After that 
time our business will be on a more competitive basis.” . . 
“Qur guess is that the pent-up demand for our products is 
an artificial condition which could continue for a year or 
two or could stop abruptly.” 

“Our production is lagging because of our inability to 
secure cotton from spinners.” . . . “We are behind in our 
production schedule because of our inability to get supplies 
and machinery.” . . . “We are definitely behind on our 
production schedule owing to the scarce supply of labor.” 
. . . “Qur production schedule is lagging because of a 
shortage of female labor. The forty-hour, five-day week 
theory also holds back production as many people do not feel 
it necessary to work the sixth day.” 

“Qur various mills have been operating at between 70% 
and 90% of capacity because of an insufficiency of cotton 
yarns.” . . . “The major cause of our production lag is be- 
cause some people do not want to work too much and 
others do not want to work at all.” . . . “It is almost im- 
possible to get anyone to work the third shift and our nor- 
mal operations are based on three shifts.” . . . “There has 
been no lag in our production schedule since a continuing 
shortage of raw materials was anticipated.” . . . “We are 
on schedule or better in our production plans. We showed 
a satisfactory profit for the first quarter of the year.” ... 
“We are producing more than we expected to at this time.” 


Federal Tax Calendar 


July, 1946 


1 Excise taxes. Returns for May, 1946, are due and taxes 
are payable. 


10 Withholding tax. Tax withheld from wages during June, 
1946, if more than $100, is payable to an authorized 
depositary. Employer may elect to pay the withhold- 
ing tax to the Collector on or before July 31. 


15 Corporate income and excess-profits tax. Return is due 
for fiscal year ended April 30, 1946, and one fourth of 
tax is payable. One fourth of tax is payable for fiscal 
years ended July 31 and October 31, 1945, and Janu- 
ary 31, 1946. 

Individual income tax. Return is due and tax is payable 
for fiscal year ended April 30, 1946. 

Nonresidents. Income tax returns of foreign partner- 
ships are due; foreign corporations’ and aliens’ returns 
are due and one fourth of the tax is payable for fiscal 
year ended January 31, 1946. One fourth of tax is 
payable for fiscal years ended April 30, July 31, and 
October 31, 1945. ; 

Partnerships. Return is due for fiscal year ended April 
30, 1946. 

Fiduciaries. Return is due and one fourth of tax is 
payable for fiscal year ended April 30, 1946. One 
fourth of tax is payable for fiscal years ended July 
31 arid October 31, 1945, and January 31, 1946. 

Exempt corporations. Return on Form 990 is due from 
certain exempt corporations with accounting periods 
ended February 28, 1946. 


31 Old-age benefit tax. Return is due for second quarter 
of 1946, and tax is payable. 
Unemployment tax. One fourth of 1945 tax is payable 
if employer elected to pay in quarterly instalments. 
Withholding tax. Return is due of tax withheld from 
wages during the second quarter of 1946 and tax is 
payable. 

Excise taxes. Returns for June, 1946, are due, and taxes 
are payable. 

Information returns. Return is due of the tax withheld 
from interest on corporate bonds during second quarter 
of 1946, but tax is not payable until June 15, 1947. 


August, 1946 


10 Withholding tax. Tax witheld from wages during July, 
1946, if more than $100, is payable to an authorized 
depositary. 


15 Corporate income and eaxcess-profits tax. Return is due 
for fiscal year ended May 31, 1946, and one fourth of 
tax is payable. One fourth of tax is payable for fiscal 
years ended August 31, and November 380, 1945, and 
February 28, 1946. 


June, 1946 
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Individual income tax. Return is due and tax is pay- 
able for fiscal year ended May 31, 1946. 


Nonresidents. Income tax returns of foreign partnerships 
are due; foreign corporations’ and aliens’ returns are 
due and one fourth of tax is payable for fiscal year 
ended February 28, 1946. One fourth of tax is pay- 
able for fiscal years ended May 31, August $1, and 
November 30, 1945. 


Partnerships. Return is due for fiscal year ended May 
31, 1946. 


Fiduciaries. Return is due and one fourth of tax is pay- 
able for fiscal year ended May 31, 1946. One fourth of 
tax is payable for fiscal years ended August 31, and 
November 30, 1945, and February 28, 1946. 


Exempt corporations. Return on Form 990 is due from 
certain exempt corporations with accounting periods 
ended March 31, 1946. 


31 Excise taxes. Returns for July, 1946, are due and taxes 
are payable. 


Tax Briefs 


The following is a compilation of some recent impor- 
tant decisions and United States Treasury rulings in 
the field of taxation. 


Income Taxes 


The Federal Government has priority over the state govern- 
ment in the event that a taxpayer is insolvent and his assets 
are insufficient to cover his tax obligations. However, if the 
taxpayer has already paid the unemployment compensation 
tax to the state, the Federal Government is only entitled to 
10% of social security taxes, as both taxes derive their 
legality from Title IX of the Social Security act, and the ob- 
jective of Congress under this title was to stimulate the 
creation of and payment to state unemployment funds, not 
to collect federal revenue. United States v. Spencer, DC Masz., 
May 1, 1946. 


Exercise of an option to acquire the right to manufacture 
beverages under established trade names is held to be the 
acquisition of a capital asset. As a consequence, payment for 
the right is a capital expenditure and not a royalty payment, 
and as such does not constitute a deductible business expense. 
Seattle Brewing & Malting Company, 6 TC No. 111. 


Award money resulting from condemnation proceedings is 
not gain for income-tax purposes if the money is invested in 
the construction, upon the same land, of a building to be 
devoted to the same business as the condemned building. The 
investment of this money in machinery and equipment for 
the new building, however, is recognized as a gain for tax 
purposes. JT 3793, IRB 1946-8. 


Expenditures made by a tenant for foundations and installation 
of machinery are depreciable over the useful life of the ma- 
chines when the lease is of an indefinite duration. The Stand- 
ard Tube Company, 6 TC No. 122. 


Dealers in securities may maintain investment accounts, but 
in order to qualify for capital gain and loss tax treatment 
on investment securities, these securities must be scrupulously 
segregated from those held as inventory, and proper account- 
ing records must be kept. Stokes, CCA-8, May 1, 1946. 


Living and traveling expenses are not deductible where a 
state officer in the capital city maintained a home and law 
office in another city because the state position was the tax- 
payer’s primary source of income. O’Hara, 6 TC No. 109. 


A partnership made up of individuals and trusts, which suc- 
ceeded a corporation, is not an association taxable as a cor- 
poration. The fact that the partnership agreement prohibited 
the alienation of interest without the consent of all the 
partners was considered conclusive proof that the enterprise 
was an ordinary partnership. J. A. Riggs Tractor Company, 
6 TC No. 114. 


Husband-wife partnership is allowable for federal tax pur- 
poses even though it is invalid under state law, because the 
wife contributed capital and performed services in‘its opera- 
tion. Anderson, 6 TC No. 128. 


Club dues may be deducted as ordinary and necessary busi- 
ness expenses to the extent that they are actually incurred 
for business reasons. The use made of the club must conform 
with this purpose. Lee, TC Memo, Docket Nos. 5562, 5563. 


Expenses incurred by an individual in determining liability 
under the income tax are deductible. However, in the case 
of other liabilities, this provision does not apply unless the 
dispute is connected with income-producing property. 7D 
5513, May 15, 1946. 


Excess Profits 


Increased tax rates do not entitle landlord taxpayer to 
relief under Section 722, where tenant’s payment of landlord’s 
taxes is provided under the terms of the lease, and the land- 
lord’s gross income consists of rental income plus reimburse- 
ment for taxes. The President and Managers of the Mill 
Creek and Mine Hill Navigation and Railroad Company, TC 
Memo Dec, Docket No. 7108. This decision is in line with that 
reached in Philadelphia, Germantown and Norristown Rail- 
road Company v. Com’r, 6 TC No. 103. 


Estate Tax 


Cash in joint safe-deposit box belonging to wife is not in- 
cludible in husband’s gross estate. Estate of Louis Bendet, 
TC Memo Dec, Docket No. 7188. 


One half of sums in joint husband-wife bank accounts is in- 
cludible in husband’s gross estate when the sums contributed 
to these accounts by the husband and wife, respectively, are 
indefinite. Estate of Louis Bendet, TC Memo Dec, Docket No. 
7188. 


Ife insurance policies transferred to trustees to avoid 
estate taxes are includible in decedent’s gross estate. Vander- 
lip, CCA-2, April 23, 1946, affirming 3 TC 358. 


J. H. LanpMan 
Dwision of Business Practices 
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Earnings and Hours in 


Manufacturing 


RODUCTION and related workers in the twenty- 

five manufacturing industries surveyed each 
month by Tue Conrerence Boarp received in March 
the highest hourly earnings recorded in this series. 
Actual and real weekly earnings, average hours, em- 
ployment, man hours and payrolls all rose from Feb- 
ruary to March. 

Hourly earnings have followed a sharp upward 
trend since 1939, except for the four months from 
July through October last year. The increases which 
have been recorded each month since October have 
raised the average to $1.145 in March, a new peak 
level for hourly earnings. While wage rate increases 
were undoubtedly the most important cause of the 
rises during recent months, certain shifts in employ- 
ment distribution have also had some effect. 

From March, 1945, to this March, the proportion 
of women workers has dropped from 26.9% to 19.8%, 
and that of skilled males has increased from 60.2% to 
65.3%. Over this year period, the rise in hourly earn- 
ings has amounted to 4%. Since January, 1941, the 
base date of the Little Steel formula, the increase has 
been 50.9%, and since August, 1939, the month before 
the outbreak of the war in Europe, hourly earnings 
have risen 59%. 

From March, 1945, when the peak for the series 
was reached, through February, 1946, weekly earn- 
ings showed a downward trend. March, 1946, brought 


June, 1946 


Wage-rate Increases and Workers Affected 
Source: Tam Conrerence Boarp 


25 Manufacturing Industries 


Date 
ie Ge bts es Se 

1945 
Marechiss nes siesitisiciele.o a\elermatsitess° 0.4% 3.8% 
Apribioss swiiejae Seti <emteoel ae 0.3 7.0 
May, 6 ois cic.s.ciseie's sis se sinteinin.e 1.3 5.0 
JUNG ae ais 0 cisace waaiaioh ore oye inset als 1.1 9.9 
Joly cuhen Bera eons a 0.4 5.3 
August......-..2eeeeeeeeeeeee 0.4 4.5 
September..........-+-++++++- 1.5 5.3 
October. iistisies caleins a= gotiaree ice 1.5 7.0 
Novembebiss ss isiets sco msiae) siete nes 4.2 9.5 
December..........s<cee+s+0> 5.6 11.5 
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a sharp rise, that month’s average of $46.44 being 
6.6% above the February level, although it was still 
8.9% below the peak of last March. It was also lower 
than during the two years from September, 1943, 
through August, 1945. Weekly earnings have in- 
creased 51.7% since January, 1941, and 70.2% since 
August, 1939. 

Real weekly earnings, or the amount of goods and 
services that could be purchased with dollar earnings, 
were also at their highest point in March, 1945. As 
the cost of living has shown little variation, real earn- 
ings have followed the same pattern as dollar earnings 
since that month. In March of this year they were 
10.1% lower than the peak of a year before. However, 
from February to March, they rose 6.6%, and the 
increases from January, 1941, and August, 1939, 
amounted to 22.3% and 33.9%, respectively. 


EARNINGS, HOURS, EMPLOYMENT, PAYROLLS, PRODUCTION WORKERS, 23 MANUFACTURING INDUSTRIES 
Nore: Hourly earnings are not wage rates, because they include overtime and other monetary compensation 


Aver: Average 
Nominal 
Date 


December 


1946 January...........- 
February... 3 bos 
Marelttss sicgedocs atte 


Index Numbers, 1923=100 


Weekly Earnings 


June, 1946 


Average Weekly Earnings in 25 Manufacturing 
Industries 
Source: Taz CONFERENCE Boarp 
Index Numbers, 1923 =100 


COST OF LIVING 


60 
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The increase of 1.5 hours, or 3.8%, in the length of 
the work week from February to March, brought the 
average for the latter month to 40.7 hours, almost the 
same as during the first month of the year. However, 
since hours worked were abnormally low in February 
because of the strikes during that month, the increase 
from then to March can hardly be considered as a 
reversal of the downward trend which has prevailed 
since January, 1945, when the longest hours of re- 
cent years were worked. 

The end of 1943 saw the peak of employment in 
these twenty-five manufacturing industries. In spite 
of the continued demands of the war, the number of 
employed workers decreased during most of the 
months from December, 1943, through September, 
1945. The increase of 4.1% from February to March 
this year brought the index to 108.8 (1923=100), 
which is higher than at any time since last August. 

Payrolls were also at their highest point during 
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the last months of 1943, and like employment, on 
which they are dependent, have shown a downward 
trend since then. From February to March there was 
a substantial increase, amounting to 11%, which 
raised payrolls higher than at any time since V-J day. 
Although March payrolls were 31.1% lower than their 
peak of November, 1943, they were 75.27% more than 
the average for the boom year of 1929. 


Exizasetu P. ALLISON 
Statistical Division 


Living Costs Down 
in First Quarter 


DECLINE of 0.4% in living costs of wage earners’ 

families in the United States was shown from De- 
cember, 1945, to March, 1946. The index for March, at 
106.7 (1923 =100), is 0.4% higher than the average all- 
items index for 1945, and 1.2% above the level a year 
ago. 

Tue CoNFERENCE Boarp indexes for March are the 
first in the new quarterly series; in the future they will 
be compiled each March 15, June 15, September 15, 
and December 15. Various, annual and semiannual sur- 
vey dates have beén adjusted to’ the nearest quarter. 
For example, changes in rentals, formerly surveyed in 
May and October, will now be measured each June and 
December. 

Food costs fell off for the first time since October, 
following seasonal patterns in the prices of eggs and 
fresh vegetables. As in the case of the over-all index, 
the index for food, now at 113.8, dropped since Decem- 
ber (1.0%), but is higher than both the average for 


COST OF LIVING IN THE UNITED STATES, AND PURCHASING VALUE OF THE DOLLAR 


Weighted Clothing Fuel and Light Purchasing 
Date Average of Food Housing! Sundries Value of 
All Items Total Men’s . | Women’s Total? Electricity Gas im 
Index Numbers, 1923=100 
105.4 110.8 91.0 94.5 103.8 85.2 96.1 66.9 94.5 115.2 94.9 
105.8 111.6 91.0 94.8 104.0 85.5 96.0 66.9 94.5 115.3 94.5 
106.2 112.7 91.0 94.9 104.1 85.6 96.2 66.9 94.5 115.5 94.2 
106.9 114.8 91.0 94.7 103.8 85.5 96.3 66.9 94.5 115.5 93.5 
106.9 114.9 91.0 94.6 108.8 85.3 97.3 66.9 94.5 115.3 93.5 
106.6 113.9 91.0 94.6 103.9 85.3 97.5 66.9 94.5 115.4 93.8 
106.2 112.9 91.0 94.6 103.9 85.3 97.4 66.9 94.5 115.3 94.2 
106.3 112.8 91.0 94.9 103.9 85.8 97.4 66.9 94.5 115.4 94.1 
106.7 113 9 91.0 94.9 104.0 85.7 96.9 66.9 94.5 115.5 93.7 
107.1 114.94 91.0 94.9 104.1 85.6 97.1 66.9 94.5 115.7 93.4 
106.7 113.8 91.0 94.8 104.2 85.4 97.4 66.9 94.5 115.9 93.7 
Percentage Changes 
Dec. 1945 to Mar. 1946....... -0.4 / -1.0 0 / -0.1 +0.1 —0.2 +0.3 0 0 +0.2 +0.3 
Mar. 1945 to Mar. 1946.......| +1.2 +2.7 0 +0.3 +0.4 +0.2 +1.4 0 0 +0.6 -1.3 


1Data on housing collected twice poorly, June 15 and December 15. It is assumed no change has occurred since October 15, 1945. 
gas. 


Includes fuel as well as electricity an 


aBased on food prices for December 13, 1945. 
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Cost of Living in the United States 
Source: Tar CoNFERENCE BoarD 
Index Numbers, 1923 =100 
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ALL ITEMS INCLUDE FUEL AND LIGHT 


CO oss leat toay 1945 «194t(t9d2 19431944 19451946 
1945 by 0.7% and the figure for March of that year by 
2.1%. Relatively small OPA price adjustments low- 
ered the clothing index by 0.1%. The combined effect 
of downward price movements in food and clothing 
more than offset the 0.3% increase in the cost of fuel 
and light and the 0.2% increase in sundries. Both solid 
fuels and fuel oil were more expensive in the country 
as a whole; charges for several personal services, such 
as dental and medical fees and haircuts, have also in- 
creased in several cities. Only the housing index, at 


91.0, remained stationary. 


June, 1946 


The purchasing value of the 1923 dollar, or the reci- 
procal of the cost of living index, rose 0.3% to 93.7 
cents, 1.3% lower than it was last March. 

Twenty-two, or approximately one third of the indus- 
trial cities for which indexes are computed by THE 
ConrerENce Boarp, reported increased living costs 
since December. Thirty-seven city indexes declined, 
while four remained unchanged. A large majority of the 
changes which took place after the first three-month 
interval were fractional. 

Over the year, no change was observed in Lewistown, 
Pennsylvania, while in the remaining 62 industrial cities 
for which such data are available, the cost of living rose 
as little as 0.2% in Bridgeport and Macon and as much 
as 3.1% in Indianapolis. The median year-to-year rise 
was 1.4%, which compares with 1.5%, the figure for 
December. 

In the same way that special survey dates within 
individual cities have been changed to coincide with the 
new quarterly indexes, the index dates for International 
Falls, Minnesota, formerly computed in February, May, 
August, and November, have been changed and will, 
in the future, be compiled each March, June, September 
and December. 

Statistics for Meadville, Pennsylvania, are once 
again available after a lapse of over a year. 


FLorENcE S. GEIGER 
Statistical Division 


